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INTRODUCTION

Retention

I have been engaged by the U.S. Securities and Exchange Commission (the “SEC” or the
“Commission™) to cvaluate the conduct of Child, Van Wagoner & Bradshaw, PLLC
(“CVB”), Russell E. Anderson and Marty Van Wagoner, partners in that firm, with
respect to the audits conducted of the financial statements of Yuhe International, Inc.
(“’Yuhe” or “the Company™) as of and for the years ended December 31, 2009 and 2010.

This report sets forth information regarding my qualifications, the subjcct matter of my

expected testimony, and the grounds for and substance of my opinions.

Veris is being compensated for my work on this engagement at an hourly rate of $525
plus expenses. The hourly rates for staff working under my direction range from $200 -

$475, plus expenses.

In conducting my evaluation, I have considered the documents identified in Exhibit A. I
have been assisted by members of the staff of Veris Consulting, Inc. (“Veris™), who
worked under my direction and supervision; the opinions cxpressed in this report are

mine.

My analysis is continuing. To the extent additional documents are produced in this
matter, or I become aware of additional facts or issues, I reserve the right to amend or

modify my conclusions.

Qﬁaliﬁcations

I am a Certified Public Accountant and serve as the Chairman & CEO of Veris, a
consulting practice formed in 2000 as part of a reorganization of Johnson Lambert & Co.

© (“JLC™), a firm of certified public accountants, which I co-founded in 1986.

I have been a Certified Public Accountant since 1969 and have substantial experience

providing a wide range of auditing and consulting services. My experience includes
1



serving as an expert witness in state and federal courts, as well as in arbitration
proceedings. The issues on which I have testified include accounting, auditing, economic

damage assessments, and financial statement disclosures.

I began my career with Ernst & Ernst (subsequently Ernst & Whinney and now Ernst &
Young-LLP)in 1968. In 1978, I became a partner in that firm and served-as-partner in
charge: of the'_ﬁnn?s,,accounting and auditing practice for the met_rqpolitan Washington,
DC aréa from'1980 to 1986. As a partner of Emst & Whinney, I signed hundreds ofaudit
opinions resulting from audits conducted in accordance with generally accepted auditing
standards. I wés,involved in many peer reviews, and was a quality -control reviewer for

various Ernst. & Whinney clients.

In 1986, I left-Emst & Whinney to form JL.C. Since forming JLC:and Veris, I have been
involved in several hundred accounting, auditing, or consulting .engagements involving
various industries - including a variety of engagements to evaluate compliance with
generally accepted accounting principles (“US GAAP”) and generally accepted auditing
standards.

My engagements have included professional services to federai and state government
agencies, including work on behalf of the SEC. In addition, I have been retained on
behalf of the U.S. Department of Justice involving matters in which damages have been
-asserted against the U.S. government and have conducted a variety of analyses in

connection with the evaluation of those damage assertions.

I have sérved in several standard setting capacities of the American histitute of Certified
Public Accountants (“AICPA”). I was asked to and served as one of 15 members of the
AICPA’s Accounting Standards Executive Committee, which at the time was a primary
standard. setting body in the developmeqt of US GAAP in the U.S, as well as various
other-accounting standards task forces of the AICPA, and I have also served as a member



- of the AICPA’s Committee ou Relations with Actuaries and its Financial Services Expert

Panel.

My undergraduate degree is from the University of Maryland (magna cum laude) and I
completed MBA course work at George Washington University.

A copy of my Curriculum Vitae is included as Exhibit B.



BACKGROUND

Yuhe International, Inc.
During 2009 and 2010, Yuhe, formerly known as First Growth Investors, Inc. (“First

Growth”), was a supp]ier of chickens raised for meat production, also known as
“broilers,” through its operating subsidiaries Weifang Yuhe Poultry Co., Ltd. (“Yuhe
Poultry”) and Weifang Taih"Ong»Feed Co., Lid (“Yuhe Feed”), in the People’s Republic of
China. Yuhe sold broilers primarily to broiler farms and integrated chickeﬁ companies
one day after hatching from eggs laid by Company-owned parent breeding stock, which
the Company would purchase from breeder farms.! Yuhe Poultry conducted the
Company’s breeding, hatching and chicken selling operations, and generated over 99% of
Yuhe’s revenue. Yuhe Feed produced chicken feed and feed addifives, sold almost
exclusively to Yuhe Poultry. |

A brief timeline of the history of Yuhe, prior to the reverse merger described below,

follows:

¢ Yuhe Poultry was founded in March 1996 in China by Gao Zhentao and Sun
Haoguo.

- ®  Yuhe Feed was founded in May 2003 by Shandong Yuhe Food Group Co., Lid.
(“Shandong Group”).and Gao Zhenbo (brother of Gao Zhentao).

» Bright Stand International Co., Ltd. (“Bright Stand”) was incorporated August 3,
2007, with Kunio Yamamoto, a Japanese citizen, as the sole shareholder. (Bright
Stand had no operating activities until 2008.)

¢ Yuhe Poultry acquired 56.25% interest in Yuhe Feed from the Shandong Group in
a reorganization of equity interest under common control, effective September 14,
2007.

! Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, p. 2.
2 Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, pp. 3-4 and 12; Yuhe
International, Inc., Form 10-K for the year ended December 31, 2010, p. 9.
4



¢ Bright Stand acquired 100% ownership share of Yuhe Poultry and the remaining
43.75% ownership share of Yuhe Feed not previously acquired by Yuhe Poultry,
effective January 31, 2008.°

2008 Reverse Merger Transaction

First Growth was incorporated on September 9, 1997 in Nevada for the initial purpose of
buying and selling vintage wines. An initial public offering of its shares was held on
October 15, 1997. The company operated until December 31, 2003 when it liquidated its
inventory at a loss and discontinued further operations. First Growth existed as only a
shell company until 2008, but maintained its registration with the SEC. On November
16, 2007, Halter Financial Investment Group, LLC obtained an 87.5% ownership share of
First Growth through a stock purchase agreement.

On March 12, 2008, First Growth closed an Equity Transfer Agreement with Bright
Stand and Mr. Yamamoto, by which Mr. Yamamoto obtained 126,857,134 shares of First
Growth, 88% of First Growth’s then outstanding common stock. As a result of the
agreement, Bright Stand and its wholly owned subsidiaries Yuhe Poultry and Yuhe Feed
became wholly owned subsidiaries of First Growth. Immediately thereafler, a private
placement of 85,714,282 shares of First Growth common stock was sold to 25 investors
for an aggregate $18 million, and Mr. Yamamoto sold 14,285,710 of his First Growth

shares to those same investors.’

On April 4, 2008, First Growth changed its name to Yuhe International, Inc., and effected
a 1-for-14.70596492 reverse stock split of its common stock.® The corporate structure of
Yuhe, effective as of the end of 2009 and 2010, is shown below. ’

* Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, pp. 3-4.

First Growth Investors, Inc., Form 10-KSB for the year ended December 31, 2007, pp 3-4. (14,000,000
shares/(14,000,000 + 2,000,000 shares previously issued and outstanding) = 87.5%)

5 Yuhe International, Inc., Form 8-K, filed March 17, 2008, pp. 19-22.

¢ Yuhe International, Inc., Form 8-K, filed April 10, 2008, p.3.

7 Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, p.9.
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2009 Breeder Farm Acquisition

In its 2009 Form 10-K, Yuhe reported that it had entered into an-agreement.on December
24, 2009 to acquire thirteen breeder farms from Waifang Dajlang Corporation for
approximately $16 million (the “Dajiang Acquisition™). Pursu_aht*ffté the agreement, Yuhe
would acquire the breeder farm buildings and the land use. rights for 3’6’:years. Yuhe
reported that it had paid 80% of the purchase price on or before- December 31, 2009 and
would pay the remaining balance within 2 months after formal delivery. of these farms,
which was expected to take place ih October 2010. Yuhe recorded the purchase as

"8 on the basis that control of the farms ‘

“deposits paid for acquisition of long-lived assets
had not been transferred. The previous owner was understood to still have' current
breeder stock on the farms, and that control would not be passed until the-end of the

breeding cycles after which all of the prior owner’s inventory would have been removed.’

Despite the previously disclosed expectation that the balance of the purchase price was
expected to be paid in March 2010, in its Form 10-K as of December 31, 2010, Yuhe
reported that no additional amounts had been paid on the purchase of the 13 breeder
farms during 2010, and that it expected the balance to be paid by the-end of 2011. As of
December 31, 2010, Yuhe had recorded the purchase of 7 of 13 farms as property and

% Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, pp-20-21.
? CVB051204. :
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equipment, on the basis that control of the seven farms had been transferred.'® The
remainder of the acquisition continued to be reported as a deposit. Yuhe also reported
that it expected to spend approximately $2.49 million to renovate the purchased

facilities.!!

On June 23, 2011, Yuhe filed an 8-K that included a transcript of a confererice call held
with analysts on June 17, 2011. On the conference call, Yuhe disclosed that the 2009
acquisition of the 13 breeder farms had never been completed. Mr. Vincent Hu, CFO of
Yuhe stated that

...certain disputes exist between the two parties afler the purchase
agreement was signed, and the transaction was not completed. After this
incident happened, the CEQ had not informed the board of directors and
CFO that the transaction has not been completed. Instead, the CEO
decided to purchase another 13 breeder farms. From March 2010 to the
present, the Company had completed the acquisition of 11 breeder farms
with the cash refunds from Weifang Dajiang Corporation and the
Company is in negotiation to purchase another 2 breeder farms. This
matter has been brought to the attention of our Board for further
actions."?

Child, Van Wagoner & Bradshaw, PLLC

CVB was a public accounting firm headquartered in Utah from 2006 to 2012 that claimed
it employed up to 50 people and “maintained another team of professionals in Hong

*13 The team of professionals in Hong Kong was actually a separate Hong Kong

Kong
accounting firm known as Tom Cheng and Company (“Tom Cheng”), which participated

with CVB on the audits of several Chinese companies.’ As of June 2009, CVB had five

"9 CVB052832.

' Yuhe International, Inc., Form 10-K for the year ended December 31, 2010, p.25.

12 Yuhe International, Inc., Form 8-K, filed June 23, 2011, p.2.

¥ Child, Van Wagoner and Associates website. http://cpaelite.net/about-us.

14 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp. 46-48.
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partners, including Russell Anderson and Marty Van Wagoner, and 20 professional
staff.”’

In its Activity Summafy and Audit Implications for Reverse Mergers Involving
Companies from the China Region: January 1, 2007 through March 31, 2010, the Public
Company Accounting Oversight Board (the “PCAOB”) identified CVB as one of 24
accounting firms that had conducted audits of firms that had entered into trab,sactions

identified as “Chinese Reverse Mergers.”'

CVB performed audits of Yuhe’s financial statements for the years ended December 31,
2010, 2009, 2008 and 2007."7 CVB also audited Yuhe Poultry for the yeafs ended
December 31, 2007 and 2006, and these financial statements were included.in Yuhe’s
Form S-1 filed in May 2008.#

Audit of Yuhe’s 2007 & 2008 Financial Statements

In 2007, Mr. Van Wagoner and Mr.. Anderson met with Henry “Hank” Deng, then a
partner with a Baker Tilly affiliated firm in Shanghai, China (“BT — Shanghai”),"”
regarding a potential arrangement between his firm and CVB.2® Mr. Deng.\pr@posed that
the two firms work together to perform the audit of Yuhe and its subsidiaries. Yuhe’s
Form 10-K for the year ended December 31, 2008, stated,

..the Company’s board of directors elected to continue the existing
relationship of the Company's new subsidiary Weifang Yuhe Poultry Co.,
Ltd. with Child, Van Wagoner & Bradshaw, PLLC and appointed Child,

> PCAOB Release No. 104-2010-089A.

¥ PCAOB Research Note # 2011-P1, Activity Summary and Audit Implications for Reverse Mergers
Involving Companies from the China Region: January 1, 2007 through March 31, 2010, dated March
14,2011.

7 Yuhe Intemational, Inc., Fonn 10-K for the year ended December 31, 2008, p.F-2; Yuhe International,
Inc., Form 10-K for:the year ended December 31, 2010, p.F-2.

 Yyhe International, Iric., Form S-1 for the period ended May 12, 2008, pp.F-2, F-26.

19 The Baker Tilly afﬁhate in Shanghai is also referred to as “Tin Hua Shanghai.” See Sworn mvestlganvc
testimony of Russell Anderson, taken June 26, 2013, pp. 129-130.

% Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp. 35-36.
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Van Wagoner & Bradshaw, PLLC as the Company’s independent

auditor.’
The CVB audit team for the audits of 2007 and 2008 included Mr. Anderson as lead
partner on the engagement, Mr. Van Wagoner as concurring partner, Seén Bryant, who
was not a CPA, as Manager (although his position at CVB was that of Senior Associaie),
and Sandra Chen, who served as CVB’s Director of Asian Practice. Mr. Deng’s BT-
Shanghai firm provided staff that performed the fieldwork in China.* As Yuhe's
operations were entirely in China,? it is my understanding that BT-Shanghai’s work
constituted virtually all of the audit fieldwork for the 2007 and 2008 audits.

On March 27, 2009, CVB issued an unqualified audit opinion on Yuhe’s financial
statements for the year ended December 31, 2008 and 2007.%

Audit of Yuhe’s 2009 Financial Statements (the “2009 Yuhe Audit”)

After the audit of Yuhe’s 2007 and 2008 financial statements, CVB and BT-Shanghai
performed the required quarterly reviews for the three interim quarters of 2009.

Prior to the commencement of the 2009 Yuhe Audit, BT-Shanghai merged with Grant
Thornton, the China member firm of Grant Thornton International (“Grant Thornton™),
Mr. Deng became a partner of Grant Thornton and the staff of BT-Shanghai became the
employees of Grant Thornton.”> Then on December 7, 2009, Yuhe filed a Form 8-K with
the SEC stating the following,

“...the [Audit] Committee selected Grant Thornton, the China member
firm of Grant Thornton International...as its Independent Registered
Public Accounting Firm for the fiscal year ending December 31, 2009.
...The Committee’s selection of Grant Thornton to serve as the Company's
Independent Registered Public Accounting Firm for the fiscal year ending

21 Yuhe Intemnational, Inc., Form 10-K for the year ended December 31, 2008, p.38.

2 Sworn investigative testimony of Sean Bryant, taken June 25, 2013, p.46; Sworn investigative
testimony of Russell Anderson, taken June 26, 2013, p.42.

3 Yuhe International, Inc., Form 10-K for the year ended December 31, 2008, p.6.

2 Yuhe International, Inc., Form 10-K for the year ended December 3 1, 2008, p.F-2.

% Sworn investigative testimony of Russell Anderson, taken June 26, 2013, p.93; Wells Submission of
Child, Van Wagoner & Bradshaw, Russell Anderson, and Marty Van Wagoner, October 25, 2013, p.4.
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December 31, 2009 has resulted in the dismissal of Child, Van Wagoner &
Bradshaw, PLLC."*

After the announcement of Yuhe’s selection of Grant Thornton as its auditor, the

personnel of BT-Shanghai contmued working, as employees of Grant Thornton, on the

audit of the 2009 financial statements of Yuhe.?’
On March 11, 2010, Yuhe filed a Form 8-K with the SEC stating the following,

On March 5, 2010, Yuhe International, Inc. (the “Company”) was notified
by Grant Thornton, the China member firm of Grant Thornton
International (“Grant Thornton"), its independent registered public
accounting firm, that Grant Thornton is resigning as the Company's
independent registered public accounting firm effective immediately. The
resignation of Grant Thornton-was approved by the Company’s Audit
Committee and Board of Directors...

Grant Ti homton noted durmg zts audit procedures that the Company has

..;.)}

‘ d "'and the Comg v concluded that a

compliance with_Section:. 362 of 1l tlte Sarbanes-Oxlev Act of 2002 The
Company’s remedial efforts-as prevzously reported.on Form 10-K/A have
not successfully remediated the material weakness. Grant Thornton also
has communicated to the Company: certain audit adjustments related to
the Company’s financial statements for the year ended December 31,
2009, which indicated_a -mat materml weakness of the Company’s internal
control _over financial (g_' orting. The Company agrees with such
~ assessment. These notifications by Grant Thornton constitute “reportable
events” as described in Item 304(a)(1)(v) of Regulation S-X ....

The Audit Committee of the Board of Directors of the Company has
appointed Child, Van Wagoner & Bradshaw, PLLC (“CVB”), and CVB
has accepted the appointment, as the Company’s independent registered
publxc accounting firm to replace Grant Thornton effective March 9,
2010.%® [Emphasis added.]

% Yuhe International, Inc., Form 8-K, filed December 9, 2009, p.3.

27 Wells Submission of Child, Van Wagoner & Bradshaw, Russell Anderson, and Marty Van Wagoner,
October 25, 2013, p.4. '

% Yuhe International, Inc., Form 8-K, filed March 11, 2010, pp.3-4.
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According to the Wells Submission of CVB, Mr. Anderson and Mr. Van Wagoner
submitted to the SEC in a letter dated October 25, 2013 (“Wells Submission™), CVB
made the decision to accept the re-engagement and issue an audit opinion, based on the
field work that had already been performed by the personnel of BT-Shanghai while under
the supervision of Grant Thornton and while employees of that firm. For the sake of
clarity, that group is referred to as BT-Shanghai throughout this report to distinguish it

from the international Grant Thornton entity..

The record shows that BT-Shanghai continued to be in communication with CVB after
Grant Thornton’s resignation. On March 17, 2010, BT-Shanghai began providixig
workpapers via email to CVB representing the work they had performed.”’ Based on
sworn testimony by Mr. Bryant, BT-Shanghai had performed all of the audit fieldwork
for the 2009 Yuhe Audit:

Q But in terms of performing the work, that would have been —

A Yeah, we would have been -- performing the worked [sic] was done all
by the Grant Thornton people

Q Were there any sections on the balance sheet that you did audit in the
Us.?

A Well, just the parent company, a small shell company, that was the
holding company or whatever it was. Yeah, we would have done all
that work in the U.S.>°

The record shows that CVB incorporated the workpapers of BT-Shanghai into its own
workpapers, and that, on March 30, 2010, two weeks after receiving the first of BT-
Shanghai’s workpapers, CVB issued an unqualified audit opinion on Yuhe’s financial

statements for the year ended December 31, 2009.

In the letter to Yuhe’s management that established the terms of its engagement for the
2009 Yuhe Audit, CVB estimated a total cost for the audit of $140,000 - $78,000 of

» CVB031087.
%0 Sworn investigative testimony of Sean Bryant, taken June 25, 2013, p.168:9-168:18.
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which was to be paid in installments to CVB and $62,000 was to be paid in installments
to “Baker Tilly China Shanghai Office” (although at that time it was a part of Grant
Thornton).”!

Audit of Yuhe’s 2010 Financial Statements (the “2010 Yuhe Audit”)

CVB :was engaged to perform the audit.of Yuhe’s 2010 financial statements and perform
timely quarterly reviews for the first three quarters.of 2010. Unlike the 2009 Yuhe Audit,
the'year-end audit fieldwork in China was performed by another firm, Tom Cheng, rather
than B";I’-Shanghai.32 CVB also utilized the services of Spring Tu, an RSM-affiliated
Chinese firm thai included a. previous partner of Mr. Deng (“RSM-China”).®* Tom Cheng
performed a.ll of the field work, except inventory observatlons and internal control testing

which were performed by RSM- China.**

Pursuant to the engagement letter for the 2010 Yuhe Audit, dated.November 15, 2010,
Yuhe was to pay the entire audit fee of $160,000 directly to CVB, over three installments.
CVB, in turn, paid Tom Cheng and RSM-China on an hours-worked basis.>

On March 31, 2011, CVB issued an unqualified audit opinion on Yuhe’s financial
statements for the year ended December 31, 2010.

As previously noted, Yuhe held a press conference on June 17, 2011 and announced that
the Dajiang Acquisition had not been completed as previously reported and that Yuhe’s
CEO had not informed the company’s board of directors and CFO, but rather decided to
purchase another 13 breeder farms, 11 of which had already been acquired using the cash
refunds received by the CEO from the terminated Dajiang Acquisition.

3 CVB040199-CVB040202.

¥ Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp. 111-112.; Tom Cheng is
also referred to as “Ever Faith.”

¥ Sworn investigative testimony of Russell Anderson, taken June 26, 2013, p.47; RSM is an international
network of audit, tax and advisory firms.

* CVB056826. ,

¥ CVB066163-CVB066166; Sworn investigative testimony of Russell Anderson, taken June 26, 2013,
pp:170-171 and 184,
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In separate letters to Yuhe’s Audit Committee, both dated June 17, 2011 and both
included in the 8-K filed by Yuhe on June 23, 2011, CVB resigned as the independent
auditor of Yuhe and notified the Audit Committee that,

... [CVB’s] auditor’s report on the financial statements of the Company

Jor the year ended December 31, 2010 contained in the Form 10-K filed
with the SEC on March 31, 2011 should no longer be relied upon and
must no longer be associated with the financial statements due to the
Company'’s management’s misrepresentation and failure to disclose
material facts surrounding certain acguisition transactions and off-
balance sheet related party transactions.’

3% yuhe Intenational, Inc., Form 8-K, filed June 23, 2011, p. 3.
13



OVERVIEW OF ACCOUNTING AND AUDITING LITERATURE

Overview. of US GAAP

Financial statements reflect the representations of management of an enterprise about its
financial position.and the results of its operations. For-public companies registered with
the SEC, the framework  for that presentation is tis'ually Us. Generally Accepted
A{:cgunti‘ng Principles (“US GAAP”), a compreh_’e_nsive body of principles established
tﬁ;odgh a defified professional standard-setting- hierarchy.>” The Financial Accounting
Standards Board (“FASB”) is the primary source of US GAAP, and although the SEC
has primary responsibility for accounting principles followed by publicly-traded
companies, the SEC has delegated that responsibility, in large part, to the FASB. The
Comxhission does, however, issue acéounﬁng guidance periodically, and public
companies must comply with various SEC regulations-and-Staff Accounting Bulletins (in
addiﬁbr) to US GAAP standards issued by the FASB and its predecessors) in accounting

for transactions and preparing their financial statements.>®

On December 15, 2009, the FASB issued Financial Accounting Statement No. 168, The
FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles. This standard codified the then-current body of US GAAP into a
“single equally authoritative body of guidance, effective for interim and annual periods
ending after September 15, 2009, and established procedures for updating US GAAP
through Accounting Standards Updates.

The 2009 and 2010 Yuhe financial statements were purportedly prepared on the basis of
US GAAP* The Independent Auditor’s Reports signed by CVB for each year’s audit
stated that the consolidated financial statements “present fairly, in all material respects,

the [consolidated] financial position...and the resulls of its operations...in conformity

3" FASB Accounting Standards Codification Notice to Constituents (v 4.1) About the Codification (Apr.
10, 2010).
» Th’e AICPA also issues a:limited amount of industry-specific accounting guidance, but mostly related to
prOJects started before the decision that the FASB would be responsible for this function.
® Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, p. F-2; Yuhe Intematlonal
Inc., Form 10-K for the year ended December 31, 2010, p. F-2.
: 14



with accounting principles generally accepted in the United States of America.”® CVB,
including Mr. Anderson and Mr. Van Wagoner, was required to reach these conclusions
based upon audits conducted in accordance with the auditing standards described

herein,*!

Overview of Auditing Standards
PCAOB Standards

Since the passage of the Sarbanes-Oxley Act of 2002, the PCAOB has been responsible
for establishing auditing and related professional practice standards applicable to the
performance of and reporting on audits of financial statements of companies whose stock
is publicly traded in the United States.” PCAOB Auditing Standards Nos. 1 through 6,
as well as PCAOB rules regarding ethics and independence, were effective for the 2009
and 2010 Yuhe Audits. In addition, PCAOB Auditing Standard No. 7 was effective for
the 2010 Audit.”

The PCAOB also issued interim standards (through rules contained in PCAOB Release
No. 2003-006) that essentially adopted the pre-existing professional auditing standards.
This included the Generally Accepted Auditing Standards (“GAAS™), attestation
standards and quality control standards issued by the Auditing Standards Board, certain
former AICPA SEC Practice Section (“SECPS”) membership requirements, certain
AICPA ethics and independence rules, and certain standards of the Independence
Standards Board, as they existed on April 16, 2003. These interim standards remain in

effect to the extent they have not been superseded or amended by the PCAOB.* The

" Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, p. F-2; Yuhe International,
Inc., Form 10-K for the year ended December 31, 2010, p. F-2.

AU §508.07.

‘2 Sarbanes-Oxley Act of 2002, Sections 101, 103.

“ PCAOB Auditing Standard No. 7 was effective for engagement quality reviews of audits and interim
reviews for fiscal years beginning on or after December 15, 2009.

“ The PCAOB’s interim standards (known as Interim Professional Auditing Standards) were established
by five rules (Rules 3200T, 3300T, 3400T, 3500T, and 3600T). Rule 3100, issued by the PCAOB on
June 30, 2003, requires all registered public accounting firms to adhere to the PCAOB’s standards in
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auditing standards used in my analysis, and referenced in this report, are those standards

in effect at the relevant periods.

Purpose of an Audit

The independent auditor conducts an audit in accordance with the standards: of the
PCAOB to express an opinion on whether a company’s financial statements present, in
all material respects, its financial position, results of operations, and cash flows in
conformity with US GAAP.* Essentially, US GAAP governs how companies are
. required -to account for transactions and prepare their financial statements including
financial statement-disclosures, while the standards of the PCAOB govern the conduct of
auditors ‘offpublic;is‘s:uers*in pperformance of ‘audits .of those financial statements. The
ﬁx.lancial:-,stzi_tements;are ‘management’s-responsibility, while the auditor’s responsibility is

to express an opinion on those financial statements.*

Auditor reports can be. charabte‘tized as either “general use,” meaning they are not
restricted as to their use, or “restricted use,” meaning they are intended only for specified
péufi‘es.47 It.can be expected that general use financial statements will be made available
to a myriad of different users other than management and/or a company’s board of
directors, .including but not-limited to investors, lenders, major creditors, and regulators.
The auditor’s report provides each of these users with assurance that -the audit was
performed in accordance with the standards of the PCAOB and that the financial

statements, in the opinion of the auditor, are presented in conformity with US GAAP.

The audit reports for the 2009 and 2010 financial statements of Yuhe, issued by CVB

without any indication as to a restriction of use, were included in Yuhe’s Form 10-K

connection with the preparation or issuance of any audit report on the financial statements of an issuer.
Rule 3200T provides that, in connection with the preparation or issuance of any:audit report on.the
financial statements of an issuer, a registered .public accounting firm. shall comply with GAAS as in
existence on April 16, 2003, to the extent not superseded-or.amended by the PCAOB.

S PCAOB Auditing Standard No. 1; AU §508.07.

AU §110.03.

7 AU §532.03.
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filings and described the auditor’s responsibilities in complying with PCAOB standards.
These audit reports stated,

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are free of material
misstatement. The company is not required to have, nor were we engaged
lo perform an audit of its internal control over financial reporting. Our
audit included consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements, assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall consolidated financial
statement presentation. We believe that our audits provide a reasonable
basis for our opinion.48

Relevant Auditing Standards

PCAOB standards consist of ten basic auditing standards (three general standards
covering personal conduct, three standards of fieldwork, and four reporting standards),
and a large number of more specific standajrds that provide guidance on how to
implement and comply with the basic standards.”® The ten basic auditing standards are
included in Exhibit C. The AICPA provides additional guidance through industry-
specific accounting and auditing guides and other means including Technical Practice
Aids and Audit Risk Alerts.® In my evaluation of the conduct of CVB that is described

herein, I have identified the particular relevant auditing standards that were applied in my

evaluation.

4 yuhe Intemational, Inc., Form 10-K for the year ended December 31, 2609, p. F-2; Yuhe International,
Inc., Form 10-K for the year ended December 31, 2010, p. F-2.

“ AU §150; See Exhibit C, attached.

%0 These materials arc available at: http://www.aicpa.org.
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SUMMARY CONCLUSIONS

Based upon my evaluation of the conduct of CVB and Mr. Anderson and Mr. Van

Wagoner, as described herein, my opinions are summarized as follows:

The 2009-Yuhe Audit

CVl ,d:Mr Anderson-were the successor-auditors to Grant Thornton on the
2009 Yuhe-audit. As such, they were required by PCAOB standards to “make
specific. and -reasonable inquiries of -the’ predecessor auditor;” CVB and Mr.
Anderson failed to make any such i inquiries -of Grant Thomton as required by
those standards .

Rather CVB and Mr Anderson used and relied upon-the work of Grant Thornton
desplte there being no documentation: by CVBor- Mr -Anderson regarding:

. Grant Thornton’s resignation before it completed the 2009 Yuhe Audit.
* Resolution by CVB and Mr. Anderson‘-bfme reasons for that resignation.

* The basis for the use and reliance by CVB and Mr. Anderson of the
predecessor auditor’s work as if it were their own.

« The process undertaken to ensure compliance with PCAOB standards
resulting from that use and reliance.

CVB and Mr. Anderson did not qualify as principal auditors of Yuhe, as was,
required by PCAOB standards in order for them to issue an audit opinion.
Documents produced in this matter show that CVB.and Mr. Anderson considered
the work of BT Shanghai to be the work of other independent auditors, as that
expression is described in PCAOB standards; which, under certain circumstances,
would have permitted that consideration.

However, with respect to the work of BT Shanghai in connection with the 2009
Yuhe Audit, that firm did not meet the requirements of PCAOB standards to
consider its work as the work of other independent auditors. As a consequence,
CVB and Mr. Anderson violated PCAOB standards in its use of BT Shanghai’s
work.

Further to this violation of PCAOB standards, CVB and Mr. Anderson’s

participation in the 2009 Yuhe Audit would not have been sufficient to permit

them to serve as principal auditor, even if BT Shanghai’s work had qualified as

the work of other independent auditors. The extent of hours worked by CVB
18



personnel (totaling slightly more than 100 hours) in contrast to the likely
thousands of hours worked by BT Shanghai, as well as the nature and timing of
the hours worked by CVB, did not result in sufficient participation by CVB.

As articulated by the PCAOB, rather than the work of other independent auditors,
the work of BT Shanghai was work of assistants of CVB and Mr. Anderson and
was subject to all of the auditing standards applicable to the employees of CVB.

CVB and Mr. Anderson failed to comply with their professional responsibilities
regarding the use of assistants from outside their firm. As the work of BT
Shanghai was the work of assistants to CVB, CVB and Mr. Anderson were
required to evaluate and test the work performed by BT Shanghai and to apply
their own judgment, as well as additional auditing procedures to comply with
PCAOB standards. However, CVB and Mr. Anderson failed to comply with
these requirements.

Specifically, CVB and Mr. Anderson:

* Failed to adequately plan and supervise assistants, including failure to
design an audit plan responsive to the risks and materiality that should
have been (but was not) evaluated by CVB and Mr. Anderson.

« Failed to obtain sufficient evidential matter. The circumstances of the
2009 Yuhe Audit, as described herein, should have significantly increased
the amount of required audit evidence; however, there is no indication that
CVB and Mr. Anderson undertook the steps necessary to ensure that such
evidence was obtained.

 Failed to provide appropriate audit documentation. The audit work papers
do not provide the information necessary to determine (1) the nature,
timing, extent and results of procedures performed and (2) who prepared
and reviewed the work papers.

+ Failed to appropriately consider fraud and/or illegal acts. The work papers
contain only three work papers specific to the consideration of fraud, each
prepared by BT Shanghai prior to CVB’s engagement and none of which
reflect any judgments or considerations made by CVB.

CVB, Mr. Anderson and Mr. Van Wagoner failed to exercise due professional
care in violation of PCAOB standards. Those standards impose the requirement
that auditors exercise professional skepticism, defined as “an attitude that includes
a questioning mind and a critical assessment of audit evidence.”
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The extent of the failures summarized above and, in more. detail heremaﬁer
constitute-a violation of the due professional care standard. Moreover, in failing
to: perfonn a proper concurring partner review, Mr. Van Wagoner also failed to
exercise due professional care.

The 2010 Yuhe Andit

CVB and Mr -Anderson had no reasonable basis for an opinion: on the 2010 Yuhe

Andit. As‘was the case in the 2009 Yuhe Audit;, CVB and-Mr. Anderson
performed on]y a:minor portion of the audit work on:the:2010 Yuhe Audit; their

-workconstituting only. 295 of 2,444 hours. And as summarized below, the work

of GVB and Mr. Anderson, in addition-to being only a minor portion of the audit
work, .evidenced failures.in many specific areas of PCAOB: compliance.

CVB and Mr. Anderson failed to comply with their professxonal responsibilities
regardmg the use of assistants from outside:the firm. Specifically, they failed to
approprlately plan and supervise as evidenced by the timeline of work by those
assnstants contrasted with the work of CVB.

CVHB.and Mr. Anderson failed to appropriately assess. risk-and materiality. - Risk

assessments were not made by them and were contradicted by circumstances and

events in existence at. Yuhe.

CVB and Mr. Anderson failed to appropriately obtain appropriate evidential
matter, mcludmg such specific audit areas as the Dajiang -Acquisition, related
party transactions, Yuhe’s inability to prepare U.S. GAAP compliant financial
statements and ineffective internal controls. _

CVB and Mr. Anderson failed to provide appropriate audit documentation. A
reviewer of the work papers is unable to. determine when the work papers were

‘prepared.

Mr. Van Wagoner performed an insufficient engagement quality review. The
review by Mr. Van Wagoner, as required by PCAOB standards, violated those
standards by failing to identify the several failures by CVB.and Mr. Anderson to
comply with PCAOB standards, as described herein.

CVB, Mr. Anderson and Mr. Van Wagoner failed to exercise due. professional
care. Several issues identified in this report in the Detailed Findings section,
should have been subject to a “questioning mind” and to a “critical assessment,”
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and there is no documentation in the work papers of any such considerations.
Moreover, in each specific instance of failures to comply with PCAOB standards,
described herein, CVB, Mr. Anderson and Mr. Van Wagoner failed to exercise

due professional care.
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DETAILED FINDINGS

The 2009 Yuhe Audit

CVB and Mr. Anderson Were the Successor A)lditors to Grant Thornton in the 2009
Yuhe Audit And Failed to Properly Apply the Auditing Standards Relevant to a
Successor Auditor

Grant Thornton was engaged in December 2009 to perform the 2009 Yuhe Audit, and
resigned from that engagement in early March 2010. AU Section 315 (“AU 315”),
Communications betwéen Predecessor and Successor Auditors, expressly defines
. predecessor auditor to include an auditor that “was engaged to perform but did not
complete an audit of the financial statements and...has resigned.””!  Therefore, with
respect to the 2009 Yuhe Audit, CVB and Mr. Anderson were the successor auditors to
Grant Thornton and were required to apply the procedures set forth in AU 315.

Before accepting an engagement, AU 315 requires the successor auditor to “make
specific and reasonable inquiries of the predecessor auditor regarding matters that will
assist the successor auditor in determining whether to accept the engagement.” AU 315

required that CVB make inquiries of Grant Thornton that included,

* Information that might bear on the integrity of management.

«  Disagreements with management as lo accounting principles, auditing
procedures, or other similarly significant matiers.

« Communications to audit commitiees or others- with equivalent
authority and responsibility regarding fraud, illegal acts by clients,
and internal-control-related matters. The predecessor auditor's
understanding as to the reasons for the change of auditors.
CVB and Mr. Anderson made no such inquiries, and the record provides no evidence of

any communication between CVB and Mr. Anderson and Grant Thornton after Grant

Thornton’s resignation from the engagement.

31 AU §315.02- AU §315.09
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Mr. Anderson only testified to discussions between him and Mr. Deng of BT-Shanghai
and not anyone from the international Grant Thornton firm that had resigned and was no
longer associated with the 2009 Yuhe Audit. Mr. Anderson testified,

Q  So at this time did you enter into any type of arrangement with Baker
Tilly/Grant Thornton for the work that they had already done?

A 1don't believe we've ever had a written arrangement with them.
So would that have been a verbal arrangement?
Yes.

And who would that be between?

L ST N o

In this case it would have been between us, CVB, and Henry.

And,

Q Do you know how far along in their work process that Grant Thornton
had gotten before they resigned? In terms of percentage of completion of
the audit.

A Ireally can't speak to their procedures, their process. Idon't have any
way of knowing that. >
However, there was, in fact, a way for Mr. Anderson to have known that, by
simply performing the communications with Grant Thornton that the auditing
standards required in AU 315, which communications CVB and Mr. Anderson
failed to make.

Regarding the use of the work of the predecessor auditor, AU 315 states,

The successor auditor's review of the predecessor auditor's working
papers may affect the nature, timing, and extent of the successor auditor's
procedures with respect to the opening balances and consistency of

accounting principles. However, the nature, timing, and extent of audit

work_performed _and the conclusions reached in_both these areas are

%2 Sworn investigative testimony of Russell Anderson, taken Junc 26, 2013, pp.120:25-121:10, 113:15-
113:21.
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solely the responsibility of the successor auditor. In reporting on the

audit, the successor auditor should not make. reference to the report or

work of the predecessor auditor as the basis, in part, for the successor

auditor's own opinion> [Emphasis added.]
AU 315 does not contemplate that the successor auditor would actually include, use and
rely upon the work of the predecessor auditor, even in the unusual situation where the
predecessor auditor wouldrallow it. There is no documentation in t}ie,workpapers of such
allowance by either the international Grant Thornton firm or by BT-Shanghai, nor is there
any documentation of any discussions with Grant Thornton or BT-Shanghai regarding the

use of their work.

‘Rega,r.din)g' significant issues such as the resignation of Grant Thornton, communications
with Grant Thomton as the predecessor auditors, and CVB and Mr. Anderson’s decision
to accept the engagement, PCAOB Accounting Standard No. 3 (“AS 37), Audit -

Documentation, states,

The auditor must document significant findings or issues, actions taken to
address them (including additional evidence obtained), and the basis for
the conclusions reached in connection with each engagement.

And,

The auditor must identify all significant findings or issues in an
engagement completion document. This document may include either all
information necessary to understand the significant findings, issues or
cross-references, as appropriate, (o other available supporting audit
documentation. This document, along with any documents cross-
referenced, should collectively be as specific as necessary in the
circumstances for a reviewer to gain a thorough understanding of the
significant findings or issues.™*

However, there is no documentation in the workpapers regarding:

% AU §315.13.
% PCAOB Auditing Standard No. 3
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o Grant Thornton’s resignation,

e resolution by CVB and Mr. Anderson of the reasons for the resignation (the
related party loans, Yuhe lacking the ability to prepare its own financial
statements in accordance with US GAAP and the high number of audit
adjustments identified as a result of audit procedures in prior year audits),

o the use and reliance by CVB and Mr. Anderson of BT-Shanghai’s audit work as if
it were their own, or

o the process allegedly undertaken to ensure compliance with PCAOB standards
resulting from that use and reliance.

Mr Anderson testified to the unusual circumstances of the 2609 Yuhe Audit and the use
of BT-Shanghai when he addressed his decision not to use BT-Shanghai in subsequent
audits of Yuhe,

.1 couldn’t reconcile that in my mind, and let Henry [Deng, of BT-
Shanghai] know that, “You are Grant Thornton now. Grant Thornton
resigned. 1t is no Ionger your client. No, we cannot use your people going
forward to do.this...°
Mr. Anderson did not provide an explanation in his testimony as to how he reconciled
this decision in contrast to his and CVB’s use of the Grant Thornton work (including that
of BT-Shanghai) for the 2009 Yuhe Audit, particularly considering Grant Thornton’s

resignation and failure to complete its audit.

" The following are merely mentioned in CVB’s letter to the audit committee on March 31,

2010:

We consider the following deficiencies to be significant deficiencies in
internal controls:
e [The company] has continued to make related party loans to Shandong

Yuhe Food Group Co., Ltd... This constituted a prohibited transaction
under Section 402 of the Sarbanes-Oxley Act of 2002.

5 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, p. 104:15.
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* Many adjusting and reclassifying journal entries needed to be made to
bring the account balances to their proper balances. Such entries, éf
not made, in-a timely manner could result in material mzsstatements

However, CVB’s Summary Review Memo erroneously asserted the followmg matters:

Cncumstances that caused significant difficulty in app{ymg auditing
procedures: None

Significant. dudit Issues:

Per-our discussions:in the subsequent events, as well as discussed in the
client's DC&P, we - had 0. signij ficant audit.issues. 57 [Emphasis added.]

CVB anid Mr. Anderson-Did Not Qualify-as Principal Auditors

There are instances where an auditor uses work performed by another independent audit
firm or by other independent auditors working under his direction. The-auditor-may use
the work: of the other auditors and still issue the audit opinion under some circumstances,

‘but must:do so in compliance with the PCAOB auditing standards.

AU Section 543 (“AU. 543%), Part of Audit Performed by Other independent Auditors,
provides guidance to an auditor in deciding whether he can serve as the principal auditor
(and therefore issue an audit opinion on an entity’s financial statements) while relying, in
part, on the audit of “financial statements of one or more subsidiaries, divisions,
branches, components, or investments included in the financial statements presented”
performed by another independent audit firm. AU 543 states that the auditor must
decide “whether his own participation is sufficient” in order to do so, and if so, whether
to make reference to the ‘other auditor’s work. If his participation is not sufficient, the

auditor cannot serve as principal auditor and cannot issue an opinion.

56 CVB000005-CVB000009
5T CVB000532-CVB000533.
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CVB and Mr. Anderson issued an unqualified audit opinion on Yuhe’s financial
statements for the period ended December 31, 2009, with no reference to the work
performed by BT-Shanghai. Documents produced in this matter as well as swomn
testimony show that CVB and Mr. Anderson considered the work of BT-Shanghai to be
the work of other independent auditors, as contemplated in AU 543, and that “sufficient”
participation for the purpose of serving as principal auditor was achieved by exceeding a
50% threshold.®® However, BT-Sh;nghai did not audit “one or more subsidiaries,
divisions, branches, components or investments” of Yuhe as was required for AU 543 to

be applicable.

The PCAOB issued Staff Audit Practice Alert No. 6, Auditor Considerations Regarding
Using the Work of Other Auditors and Engaging Assistants From OQutside the Firm,
(“PCAOB Alert 6”) as a “reminder to registered firms concerning a firm’s obligations
when using the work of other firms or using assistants engaged from outside the firm.” >
PCAOB Alert 6 emphasized the distinction between using the work of auditors that have
audited a subsidiary, division, branch, etc., and engaging staff personnel, or “assistants,”
(as that term is used in the PCAOB standards) from outside the firm in performing an

audit. In this regard, PCAOB Alert 6 states,

AU sec. 543 does not apply to the use of another auditor’s work if that
work is anything other than an audit of the financial statements of one or
more ssubsidiaries, divisions, branches, components, or investments of the
. 0

issuer.

Therefore, because BT-Shanghai’s work was not restricted to a subsidiary, division,
branch, component, or investment of Yuhe but rather encompassed all of the audit
fieldwork for the entirety of Yuhe (but was not a completed audit), it was incorrect for

CVB and Mr. Anderson to consider the work of BT-Shanghai to be that of another

8 As discussed in more detail later hercin, there is no reference to a 50% threshold in AU §543; this
appears to be a concept originated by CVB to defend the alleged adequacy of its participation in the

2009 Yuhe Audit.
%% Accordingly, PCAOB Alert 6 does not provide new requirements but rather emphasizes the

requirements of pre-existing guidance.
% PCAOB Alert 6, p.3.
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independent auditor and attempt to apply AU 543 accordingly. BT-Shanghai were
“assistants” of CVB and Mr. Anderson, as described in PCAOB Alert 6, engaged from
outside of CVB and subject to all the same auditing standards as employees of CVB.

Insuffi cie;*i‘t Participation
CVB and Mr. Anderson incorrectly considered. the work of BT-Shanghai to be that of
another independent audit firm as addressed by AU 543, rather than that of assistants
engaged from outside the firm. Further to the error in their application of AU 543 in that
regard, CVB and Mr. Anderson’s participation in the 2009 Yuhe Audit would not have
been sufficient for the purpose of acting as principal auditor, had AU 543 been
applicable. PCAOB Alert 6 notes. that a “lack of sufficient ‘participation cannot be

overcome by using the work of the other-auditor...”®

CVB’s Audit Program for General Planning Procedures, which was completed by Mr.
. Bryant on March 29 and 30, 2010, documents ihat CVB and Mr. Anderson felt they were
justified in serving as principal auditor because BT-Shanghai (referred to as “Tin Hua
Shanghai” on that document) would perform less than 50% of the work. An excerpt of
the audit program is shown below:

COMRTRITC 0TS g
A 3. Determine flie' extent of. involvement, if eny, of other: dudit fims,| -8B
consiiltants, spedialists, or mlemal auditars,

a. Determine if our participation In the audit will be sum;:lem to allow S8
’ usto-serve as:the principal auddor.

b. If our firm is not the principal auditor, consider inquiring of -the: A
principal auditor about matters that:may be significant to-our atdif.
(See the. “Inquiry of Principal Auditor by Other Audlor” at
PCA-CL-14.3 )

' PCAOB Alert 6, p. 4. .
& CVB000750-CVB000753.
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In sworn testimony, Mr. Anderson confirmed CVB’s position, explaining that “will

perform less than 50% of work,” as stated in the audit program, meant

...that Sean’s expectation, or our expectation during planning, that Baker
Tilly Shanghai will perform less than half of the work, meaning that we
would perform more than 50 percent and qualify to be the principal
auditor.®®

A review of CVB’s attempts to demonstrate that CVB and Mr. Anderson met the 50%
threshold in the 2009 Yuhe Audit reveals that their participation was actually
significantly less than 50%.%

From the beginning of March 2010 to just after the issuance of the audit report, members
of the CVB team worked 130 hours on the Yuhe engagement, shown by employee

below.%

Hours

CVB Employee worked
Russ Anderson 17.50
Sean Bryant 57.25
Sandra Chen 39.00
Marty Van Wagoner 4.50
Others 11.75
Grand Total 130.00

% Swom investigative testimony of Russell Anderson, taken June 26, 2013, pp. 129-130.

% AU §543 does not, nor does any auditing guidance, suggest a 50% threshold for determination of
principal auditor. It is possible that CVB incomrectly infers the 50% threshold from the SEC
requirement set forth at Item 9(e) of Schedule 14A,
If greater than 50 percent, disclose the percentage of hours expended on the principal
accountant’s engagement to audit the registrant’s financial statements for the most recent
fiscal year that were attributed to work performed by persons other than the principal
accountant’s full-time, permanent employees...
However, there is no documentation that CVB considered this disclosure requirement or how it could
have determined this disclosure was not required of Yuhe, despite the hours worked by CVB on the
2009 Yuhe Audit presumably being less than those of BT-Shanghai, as explained herein.

% CVB044972; based on the period March 1, 2010 to April 7,2010.
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Of the 130 hours worked by CVB personnel, approximately 108 were worked primarily
over the two-wcck period ending March 31, 2010.% Information identifying the extent of
the hours worked by} BT-Shanghai has not been made available to me. However, by way
of comparison, during the 2010 Yuhe Audit, the audit fieldwork performed by foreign
audit personnel amounted to 2,149 hours. It is not possible, in my opinion, to conclude
that ‘CVB’s hours in connection with the 2009 Yuhe Audit constituted anything other
than substantially less than 50% of the total.

Mr. Anderson testified that the determination was more of a qualitative assessment than a
quantitative one, based on the “value :of the work at every level of the audit” and
therefore could be corrélated to hours- worked times billed rate.’” Again, there is no

documentation of such a calculation byCVB

Mr. Van Wagoner also descxibed a possible. other basis upon which CVB'perfonned a
sufficient portion of the 2009 Yuhe Audit in his sworn testimony,

1 still very strongly believe we did well over 50 percent of the work.

Perhaps not in hours, but in-risk, in — if you weighed it by importance to

the audit, if I spent an hour auditing a small prepaid asset, an hour spent

auditing stock-based compensation is much, much more important to the

audit. So based on: a weighted quality level of the audit work being

performed, we easily performed more:than 50 percent of the work. So I

think from either perspective, I felt like we addressed that requirement.
Analysis of the CVB’s workpapers, however, demonstrates that Mr. Van Wagoner was
incorrect. Every procedure listed on the Audit Program for Equity Accounts was signed
off by “Michael,” a member of BT-Shanghai, and was dated “2010-2-10” indicating that
the steps were performed by BT-Shanghai prior to CVB’s engagement.®® As noted in the
excerpt below (highlight added), stock option caleulations were included in the audit

procedures performed by BT-Shanghai and not a member of CVB.

% CVB044972; based on the period March 1, 2010 to April 7, 2010. A
57 Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 129:17-132:1.
¢ CVB001901-CVB001907. -
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PCA (5/08) 3
S NIA
Performed by Workpaper
Assartions Audit Procedures for Consideration and Date Index
PID disclosed in the financial statements.
VIA 7. Obtain a copy of the client's earnings per share calculation.
Recalculate the amount
EIO, C 8. If the company uses an independent registrar or stock transfer | i
RIO ' agent, confirm the following with the registrar or transfer agent:
EO, C, a. The number of shares authorized. e
RIO ; 5 . 8
E0, C, b.  The number of shares issued and outstanding. [ o
RIO
E/O, C, c. Unbilled registrar or transfer agent fees to the date of audit. ]
Rfo i ‘ = s ) ) ) - .., . o
E/O, C,! 9, If the company has a share-based compensation plan, perform | “Michael
RIO, VIA, the following procedures: 12010-2:10°
PD oSS : : Lot 2
ElO, C a. Obtain a copy of the cilent's schedules of grants, | Michael £68
RIO wf\‘ modifications, exercises, seftlements, cancellations and | 2010-240
F"ID forfeitures, and expirations for each plan for the current
period. Test for clerical accuracy, compare o note
disclosure information, and compare beginning balance {o
the prior year's workpapers.
E/O, C b. Read the minutes of the board of directors and | Michael EGB
RIO V.';\, compensation committee mestings, if applicable, and |.2010:2-10
PID compare share-based compensation plan information to the
client's schedules in step a. Censider whether awards
qranted in the period were properly approved.

In addition to stock-based compensation, Mr. Van Wagoner also indicated that financial
statement consolidation was an audit area that, if audited by CVB personnel, would push
CVB’s participation beyond the CVB-asserted threshold of 50%. However, as testified
by Mr. Bryant, BT-Shanghai performed all fieldwork. He testified specifically to the

audit area of consolidation:

QO And who was responsible for auditing the consolidation work?

A That would have been the Hong Kong team that would have done the
consolidation, yeah -- or, I'm sorty, the Baker Tilly team. I'm sorry, we're
talkl']gg two different periods. 2009 it would have been the Baker Tilly
firm.”

Given that BT-Shanghai performed all audit field work, including areas identified by Mr.
Van Wagoner as high “weighted quality level” such as consolidations and stock-option
compensation, Mr. Van Wagoner’s methodology does not support his claim that CVB

performed a significant portion of the audit, much less more than 50%.

% Sworn investigative testimony of Sean Bryant, taken June 25, 2013, pp. 73:24-74:5.
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CVB and Mr. Anderson Failed to Comply With Their Professional Responsibilities
Regarding the Use of Assistants from Outside the Firm

As the previous section described, BT-Shanghai was engaged as “assistants” to CVB on
the 2009 Yuhe Audit, but a vast majority of its work had Jb‘.een performed prior to CVB
being engaged in March 2010. In these circmnstaheés_, CVB and Mr. Anderson were
required to evaluate and test the work performed by BT-Shanghai-and to apply their own
jﬁdginent as well as additional auditing procedures '~n¢éessar)"~t6 cbmply with; the relevant
auditing standards. | |

PCAOB Alert 6 confirmed CVB’s and Mr. Anderson’s responsibilities,

The. auditor's responsibilities related to the work qf assistants engaged
from outside the firm are governed by the same standards as. the
auditor’s . responsibilities related .to - the: work;: .of - assistants who are
associated with the auditor’s firm as partner, shareholder, or émployee.™

As described in PCAOB Alert 6, key considerations in determining the approp‘riate level
of an auditing firm’s involvement in audit work performed by assistants engaged from

outside the firm include, b_ut are not limited to, the following:

o Whether the auditor would be able .to obtain information about the
knowledge, skill, and ability of the assistants engaged from outside the
firm: (including their knowledge.of PCAOB standards and.the relevant
financial reporting requirements), and to evaluate the mdependence of
the assistants engaged from outside the firm.

o  Whether the auditor would be able to properly plan and supervise the
work of the assistants engaged from outside the firm and whether the
auditing procedures performed by such assistants, in combination with
the work performed by individuals from within the firm, would provide
sufficient competent evidential matter to afford a reasonable basis for
an audit opinion.

o Whether the assistants engaged from outside the firm are located in
" the same country or speak the same language as the auditor or the
auditor’s client.

™ PCAOB Alert 6, p. 7.
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o  Whether the auditor would be able to comply with the documentation
requirements, including the preparation, assembly, and retention of
documentation, with respect 1o the work performed by the assistants
engaged from outside the firm."

Mr. Anderson testified that,

Q With regards to the professional standards related to supervision [sic]
review, what was the analysis that went into whether or not you could take
work.that had been done previously and still meet those standards?

A Our thought process on that is that these employees that were -- these
employees of Grant Thornton who were on the ground doing the work
were our people first, and the people who were doing the work, we had
utilized their work in the previous period so there was really no lapse, or
effectively we didn't feel like we had, really, an absence there. There
wasn't a significant amount of time that had passed since they had been
working for us.”

However, these “employees” were not, and were never, employees of CVB and had
applied a scope of work and conducted auditing procedures that had been decided upon

by Grant Thornton and not by CVB.

Moreover, as described in this report, there was a very real lapse from November 2009 to
March 2010 during which CVB and Mr. Anderson had no involvement whatsoever with
the work performed by BT-Shanghai. CVB and Mr. Anderson were obligated to
determine whether it was appropriate to use the work of BT-Shanghai, and if so, what
procedures were necessary to verify that the work was performed in compliance with
PCAOB auditing standards.

Analogous to these circumstances is that of CVB and Mr. Anderson considering the use
of the work of a client’s internal audit function because the work of internal auditors is
similarly performed by people engaged outside of the auditor’s firm and can be relied
upon, in part, to determine the nature, timing and extent of an auditor’s own work. AU

Section 322 (“AU 322”), The Auditor's Consideration of the Internal Audit Function in

" PCAOB Alert 6, p. 8.
2 Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 124:9-124:22.
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an Audit of Financial Statement&, provides guidance to the auditor on the process of

determining whether to use the work of an internal audit function.
AU 322 identifies the following procedures necessary for reliance on such work:

o Assess the competence and objectivity of BT-Shanghai.

* Consider the effect of BT-Shanghai’s wdrk -on the 2009 Yuhe Audit, and the
extent thereon, and

o Evaluate and test the effectiveness-of BT-Shanghai’s work.”

There is no indication that CVB or Mr. Anderson took any of the above steps in
considering whether, and to what extent, it way permitted to use the work of BT-
Shanghai.

‘With respect to the competency of the BT-Shanghai personnel, there is no documentation
“of the- qualifications of the BT-Shanghai personnel that performed work on the 2009
Yuhe Audit.

At the time of the CVB’s engagemeht? BT-Shanghai had essentially completed the audit
fieldwork upon which CVB and Mr, Anderson decided it would rely. Mr. Van Wagoner
testified, “It seéms pretty clear in my mind that GT had done most of the audit and was
about to issuance when they were directed or made the decision to not issue.”™ As such,
the use of BT-Shanghai’s work, particularly to the extent that CVB and Mr. Anderson did
use it, should have been understood to affect pracﬁgall-y all areas of the 2009 Yuhe Audit,
including but not limited to planning, assessment of risk and materiality, consideration of

fraud and illegal acts, obtaining audit evidence and documentation of the audit.

AU 322 notes,

P AU §322:29.
™ Sworn investigative testimony of Marty Van Wagoner, taken June 27, 2013, p. 75:1.
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Even though the internal auditors’ work may affect the auditor's
procedures, the auditor should perform procedures to obtain sufficient,
competent, evidential matter to support the auditor's report.

And,

The responsibility to report on the financial statements rests solely with
the auditor. Unlike the situation in which the auditor uses the work of
other independent auditors, this responsibility cannot be shared with the
internal auditors. Because the auditor has the ultimate responsibility to
express an opinion on the financial statements, judgmenis about
assessments of inherent and control risks, the materiality of misstatements,
the sufficiency of tests performed, the evaluation of significant accounting
estimates, and other matters affecting the auditor's report should always
be those of the auditor.”

Accordingly, it would have been incumbent on CVB and Mr. Anderson to do sufficient
evaluation and testing of the work of BT-Shanghai in order to fulfill their responsibilities
as regards to the 2009 Yuhe Audit. There is no indication that CVB and Mr. Anderson
performed any testing of the work performed by BT-Shanghai, but rather, as described in
this report, incorporated the work directly into its own, with only a perfunctory review of

the workpapers.

An email from a BT-Shanghai member to Sandra Chen shows that CVB did not begin
receiving the workpapers from BT-Shanghai until March 17, 2010.® CVB and Mr.
Andersoh purport to have completed the audit in only 130 hours. Based on a review of
documents provided in this matter, a portion of that time cohsisted of review and
commenting on drafts of Yuhe’s Form 10-K. It is inconceivable that CVB and Mr.
Anderson would have been able to do the evaluation and testing of BT-Shanghai’s work
necessary in that time frame, and there is no documentation of any such testing and

evaluation.

™ AU §322.19
% CVB031087.
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CVB and Mr. Anderson Failed to A ppropriately Plan and Supervise

The first standard of field work requires that the audit be “adequately planned and
assistants, if any, are to be properly ‘s.upcrvis'ed.” 7 CVB failed to meet both of these
requirements of AU Section 311 (“AU 31];’), Planning and Supervision, in the 2009
Yuhe Audit.

Planning |

AU 311 ;eq;_l"ires that gut,iiti‘n_‘g procedures be: ;ierfonned based on an audit strategy and
plan that is.'responsive_.'w the risks and fnaterialitj identified by the auditors. CVB was
engaged after BT-Shanghai had purportedly completed its ‘audit procedures, under
:glangiggdevqlop@d:byﬁmm Thornton (and BT-Shanghai). Also, it is noted'in the Wells
Submfésién that “they [CVB and Mr. Anderson] w'er‘é not primarily responsible for the
design of the 2009 procedures. ..”"®

CVB did.not re-assess the scope of work contemplated or completed by: Grant Thornton
but rat,her'-simply accepted that planning work.and those audit procedures, despite the fact
that Grant ;',Ifhgmton_ bad resigned as auditors and that Grant Thornton had reached

different conclusions about the extent to which internal controls could be relied upon, as

described hereinafter.

Given the circumstances of the 2009 Yuhe Audit, CVB and Mr. Anderson should-have
considefed ‘the particular circumstances of the audit and documented its plan to use the
work of BT-Shanghai after appropriate evaluation and testing. Instead, CVB and Mr.
Anderson utilized planning documents of Grant Thomton and BT-Shanghai as if the
procedures performed by BT-Shanghai had been their own.

7 AU §150.02.
® Wells Submission of Child, Van Wagoner & Bradshaw, Russell Anderson, and Marty Van Wagoner,
dated October 25, 2013, p. 2.
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The table below lists the documents identified as related to planning, and that table
identifies that the significant areas of risk assessment, internal control reliance, fraud risk

and materiality were all performed by BT-Shanghai and were not re-evaluated by CVB:

W/P Created

Planning Activity Ref By Date Bates Range
Planning Memo n/a Unidentified | Unidentified | CVB001773-001774
Audit Risk Assessment 2130-01 | BT-Shanghai | 1/24/2010 | CVB002108-002117
Internal Control Reliance Memo | 2570 | BT-Shanghai | 1/22/2010 | CVB001882-001885
Fraud Risk 2140 | BT-Shanghai | 1/24/2010 | CVB002359-002363
Materiality ' 2150 | BT-Shanghai | 1/19/2010 | CVB005211-005217
Client Information 2105 | BT-Shanghai | 1/24/2010 | CVB001532-001541
Audit Program for

General Planning Procedures 2101 CVB 3/29/2010 | CVB000750-000753
Client Continuance 3100-01 CVB 3/29/2010 | CVB000831-000833

Based on my analysis, I am unable to determine who created the Planning Memo (shown
below) or when it was created, due to a lack of appropriate sign-off. = Beyond
acknowledging the timing of the fieldwork to be prior to CVB’s engagement, the memo

does little more than identify the other planning workpapers listed in the table above. It
does not indicate that any other of the issues identified above that required the exercise of
professional skepticism were considered or reflected in any planning that may have been
performed by CVB and Mr. Anderson. It also references a document, “prelinxinafy
analytical review” which purports to document significant procedures, but which could

not be located among the documents produced in this matter.
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Frepared by: ___ date:_ _
Roviosed by: __ date.

Yull
Audit Plnnnt'ng Memo
12/31/09

i performed ficldwork on the Client's premises throvugh.much of January and the first. week of
Wmfomwhon will reference planning procediwres performed, #ndithe basis-for risk assessed
: ered’to allevmtc or substintiate our auditopinjon. . The tast work will be performed
fichacl.. .Igmes.gghn of:Grant Thornton.

” A,,q;mﬁgg@g&mgp of ti¢ planning and procédurés'to be perforined was:stated-in the: preliminary analytical
4~ AN 2!‘ e, ~»

i 'fanalyncnl,rcv:ew, audit risk.and internl: oontrol reliance assessment, there arc no
mstosthE fudit‘program.

| '%éﬁélméﬁgi@sgs;99,}i‘equir.emems;*wewi'll ‘perform additional:praceditres relating to fraudiincluding inquiry of
' mianagement & employecs.about their knowledge of fraud @2140,

X ', 'Pl'n)mng Proccedures @2101
Se¢ Chem ‘Continuiance @ 3100-01

The Audit Program for General Planning Procedures, noted in the section of this report
regarding . AU 543, is a checklist completed by Mr. Bryant. Other than the noted

reference to BT-Shanghai, it.makes no reference to the unusual circumstances of the

audit.

The Client Continuance Form is nothing more than a checklist completed by Mr. Bryant.
AU 311 requires certain preliminary engagemeﬁt activities as part of the planning
procedures, which under normal circumstance would occur prior to any other planning or
fieldwork being performed. One such required preliminary engagement activity is to
perform procedures regarding the acceptance of the engagement or continuance of the

current client engagement. The Client Continuance Form included in the produced
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documents reflects CVB and Mr. Anderson’s treatment of Yuhe as a continuing client.
That treatment improperly ignores that Yuhe was not a continuing client and, in fact,
Grant Thornton had replaced CVB as auditors and had resigned without completing the
2009 Yuhe Audit. AU 311 requires that, as part of the planning for an audit, the auditor
should consider, among other things,

Conditions that may require extension or modification of audit tests, such

as the risk O{g material error or fraud or the existence of related party
transactions.

The first question on the form asks, “Has the review of information in the ‘Engagement
Acceptance Form (PCA-CX-1.1) identified any issues?” While Mr. Bryant marks an
“X” in the “Yes” column, the Engagement Acceptance Form cannot be located in the
documents produced in this matter. On the Client Continuance Form, Mr. Bryant also
a(;knowledges that certain related party loans are a violation of the Sarbanes Oxley Act,
Séction 402, but dismisses it as “not new”.¥® No other issues are identified on the form.
The form is electronically initialed by “RA” (Mr. Anderson) and “mdv” (Mr. Van
Wagoner) on March 30, 2010 and March 31, 2010, respectively.

As part of the planning process, AU 311 requires the auditor to *“consider the nature,
extent, and timing of work to be performed and should prepare a written audit program
(or set of written audit programs) for every audit. The audit program should set forth in
reasonable detail the audit procedures that the auditor believes are necessary to
accomplish the objectives of the audit.”®" Based upon a series of emails between Mr.
Bryant and a member of BT-Shanghai, the procedures performed by BT-Shanghai were
purportedly based upon audit programs developed by BT-Shanghai prior to fieldwork.
As shown in the email exchange below, BT-Shanghai was unable to provide those audit
programs to CVB, and it was eventually decided to use the audit programs developed for

the audit of Yuhe’s financial statements for the year ended December 31, 2008.

AU §311.03.
% CcVB000831-CVB000833
81 AU §311.05.
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L think, that!s a good idem, if it can meet your requirments, we will use prior
Year 5 copy,, '

#£ 20104537278 1:4F8:50, Sandra Chen
SORRY THERE:ARE NO:PASSWORD. This is created throt
Could yous usa: fast Vgaraud{r‘nmgram?

R Sumku@b@.t. U5 XM DIRECTOR
IRz i

iild Vap Waggner & Bmdsbaw, PLLC.
01 28,4700, firk: 801 281-4701 webmlo.mmmm

o : - Lt et

It is remarkable that CVB wopild consider it appropriate to include the audit program for
2008 on the basis that it was “better than none.” That audit program, in no way, would

have been responsive to the risks and circumstances applicable to the 2009 Yuhe Audit.

Supervision

Regarding the requirement for assistants to be properly supervised, AU 311 states,

Supervision involves directing the efforts of assistants. who are involved in
accomplishing the objectives of the audit and determining whether those
objectives were accomplished. Elements of supervision include instructing
assistants, keeping informed of significant problems encountered,
reviewing the work performed, and dealing with differences of opinion
among firm personnel. The extent of supervision appropriate in a given
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instance depends on many factors, including the complexity gf the subject
matter and the qualifications of persons performing the work.*

AU Section 230 (“AU 230”), Due Professional Care in the Performance of Work, also
addresses supervision, stating that the “auditor with final responsibility is responsible for

the assignment of tasks to, and supervision of, assistants.”®

The guidance makes it clear that supervision requires interaction with those being
supervised. Under no circumstances could CVB and Mr. Anderson have supervised BT-
Shanghai when BT-Shanghai was performing fieldwork prior to CVB’s engagement.
Regardless of the level of review of the work performed by Mr. Bryant once CVB was
engaged and BT-Shanghai’s workpapers were provided to CVB, there is no way, in my
opinion, to “retroactively” supervise assistants, as allegedly performed by CVB in its

Wells Submission.

Regarding the supervision that is alleged to have occurred once CVB was éngaged, Mr.
Bryant acknowledged in sworn testimony that even his supervision did not provide “close

oversight:”

Q So in terms of oversight, and let's just focus on the '09. In terms of
oversight, do you feel like you had a close oversight over your team in
China or more of a removed oversight function?

A It happened so fast. Iwould probably lean more toward removed. M

Based upon review of emails between Mr. Bryant, Ms. Chen and BT-Shanghai members,
there was not a substantive review of the workpapers, but rather only requests for missing

documents such as the excerpt from an email below.®®

82 AU §311.11

AU §230.06.

8 Sworn investigative testimony of Sean Bryant, taken June 25, 2013, p 74:6-74:11.
% CVB040055.
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From: 2R
Sent- Fﬂday,

®
liggponsg. 198. e 1183!4' dgne, but it was npt convw:tent to ,nrQVJdg to you, it was
done thrqugh our atis Ftware

EQ@J&% é‘ﬁs ok thy vﬂudrt prpgrams i cou;.d not provade to you too, it was also
in our audit solftware.

o 1 did" not receive a materiality checkhst

Resnanse. Yes, for the materiality i coild not provide to you fon, it was also in
our - uudn: sol;ft.ware, ‘the. amount-you can see in TB.

s Did you do any tests of internal controls? If so, I did not receive the work
done.

Regponse: Yes, for the. mterna.l controls i could not prov1de to you too, it was

e mmeme - cmma s Meme deime sreem o s et mmmmieape Bigtrn ereem e o

also in our audu. solftwa.re

e Did you do.anything to test subsequent évents?

Response: No, we have not done that, e@s you know, for this procedures need to be
done till the reporting day, so now we have not done.

‘Some requests were sent as late as March 30, 2010, as in the email below:%¢

% CVB015393-CVB015394.
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ﬁ'ﬂ‘A Sean Bryant e
mﬁwm zmoiﬁsﬂaoF

Sean Bryant; #XBlik

3: Vincont Hus Sendra Chon: 4 [ N I BN

* Yube acquisitions of 13 breeders

Tony,

1 need the followlng:

E17-1TH2
E17-ATH2-1
plg3
E17-4TH3
E17:1TH-4a
E17-1TH-4b
E17-1TH:6a
E17-1TH-6b
Ef7:4TH-Ba
EA7-4ATH-5b
E17-4YH-3
EL7-1YH-4
E1741YH-6a
E17:3¥H-6b
EX7T4YR-7
E12-1YH-2
XQ‘AFC—l

Thanks,

Se;m‘Brywnt
Child, Van Wagoner & Bradshow
Cartified Public Accountants

Generally, a review of wdrkpapers by a supervisor will result in questions regarding the
procedure performed and the results, often followed by some revision to the
documentation of the work performed, if not additional procedures that are determined to
be necessary (particularly in these circumstances where CVB was not involved during the
time the procedures were planned and executed). Also in these circumstances, it is my
opinion that CVB and Mr. Anderson were required to test the work done by BT-.Shanghai

and to determine, based upon their own independent judgment, the sufficiency of the
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scope of the audit procedures and the sufficiency of the audit evidence obtained as a
result of those procédures. CVB and Mr. Anderson did none of that. In fact, requests.of
missing documents sent to BT-Shanghai as late as March 30, 2010, the day CVB and Mr.
Anderson issued their audit report, demonstrate the egregiousness of .CV?B'é’s and Mr.

Anderson’s conduct.

CVB and Mr. Andeérson Failed to Appropriately Assess Risk.and Materidlity

AU Section 312 (“AU 312”), Audit Risk and Materiality in Conducting an Audit, req;;ires _
the auditor to assess audit risk and materiality, which “among other matters, need to be
considered together in determining the nature, timing, and extent of audit’procgdures;vand

in evaluating the results of those procedures.”®’

As noted in the section of this report regarding planning, CVB and Mr. Anderson did:not

assess audit risk and materiality. Those functions were performed by BT-Shanghai prior

to CVB’s engagement and documented on the Audit Risk Assessment Form®®  The

results of BT-Shanghai’s assessments are summarized in the table below:

Risk of

; Inherent Control _ ‘Material Au,d,it
Audit Area Risk Risk Misstatement | Approach
Cash High Moderate | Moderate | Basic
AR/Sales High Moderate Moderate | Extended |
Inventory/Cost of Sales Moderate | Moderate Moderate | Extended
Propei'ty- Moderate | Moderate | Moderate *n/a__
Investments and Derivatives |  Low Low Low Limited
Other Assets Moderate | Moderate ‘Moderate Basic
Accounts Payable Moderate | Moderate | Moderate Basic
Other Liabilities Moderate | Moderate | - Moderate Basic
Notes Payable/Long-term ' “ : . -
Debt _ Moderate | Moderate | Moderate Basic
Income Taxes Low Low Low Basic
¥ AU 312.01.

% CVB002108-CVB002117.
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Equity Low Low Low Limited
Income/Expense Moderate | Moderate Moderate Basic

Mr. Anderson testified that Grant Thornton’s approach to assessing risk and determining

the necessary procedures differed from that of CVB.

So our approach was we started out with substantive testing and did the
internal control thing kind of to tell us where the weakest areas were. We
didn't test them with a purpose for reliance. And I believe the Grant
Thornton workpapers would show that they wanted to rely on internal
controls, and had spent a significant amount of time on that. Instead of
removing them from the workpapers, we included them.¥

There was no reconciliation of the fact that BT-Shanghai’s work was predicated on some
level of control reliance and CVB and Mr. Anderson’s assessment that there could be
none. Moreover, there is no evidence that CVB or Mr. Andersoﬁ performed the
significant additional auditing procedures that would have been required by CVB and Mr.
Anderson’s own assessment that there should be no reliance on internal controls in the
2009 Yuhe Audit.

CVB’s approach, as described by Mr. Anderson, would require that CVB and Mr.
Anderson designate the control risk for all audit areas as high, i.e., no reliance on Yuhe’s
controls. The risk of material misstatement of any audit area is a function of the inherent
risk and the control risk.’® Therefore, based upon the inherent risk levels assessed by BT-
Shanghai (and not changed by CVB or Mr. Anderson) and a control risk assessed at high
as per CVB’s approach, the assessed risk of material misstatement for both cash and

accounts receivables/sales would have been assessed as high.

% Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 109:21-110:4.
% nherent Risk x Control Risk = Risk of Material Misstatement. (See the formulas on the BT-Shanghai’s
Audit Risk Assessment form.)
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Risk of

Inherent Cbntrol Material
Audit Area Risk : Risk Misstatement
Cash — | High | g
| AR/Sales High |  High

CVB and Mr. Anderson’s audit approach that placed no reliance on internal controls,
specifically where the risk of material misstaternent is assessed to be high, required
significantly greater audit-procedures than would: Grant Thornton’s audit approach that
contemplated some reliance. There is no eviéglence that CVB or Mr. Anderson evaluated
the work performed by;ﬁBT~Shang“hai on that basis, nor did they perfotm any additional
audit procedures of their own.

CVB and Mr, Anderson Failed to Obtain Sufficient Evidential Matter
The third standard of fieldwork states,

Sufficient competent evidential matter is lo be obtained through
inspection, observation, inguiries, and confirmations (o afford a
reasonable basis. for an opinion regarding the financial statements under
audit.”
BT-Shanghai performed all of the fieldwork. CVB and Mr. Anderson performed none,
but rather incorporated the BT-Shanghai workpapers into their own without any testing of
 the work performed by BT-Shanghai. There is practically no external evidence, such as
vouchers, invoices, etc, included in the workpapers produced in this matter that CVB and
Mr. Anderson could have directly inspected or observed. CVB and Mr. Anderson did not
re-confirm any cash accounts, receivable balances or payable balances confirmed directly
to BT-Shanghai (addressed to Grant Thornton). Based upon review of the documents in .
this matter, there' was little interaction between CVB and Yuhe’s management that could -

be characterized as inquiry for the sake of obtaining au'dit‘ evidence.

%t AU §150.02.
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Further to the third standard requiring sufficient audit evidence, AU Section 326 (“AU
326™), Evidential Matter, states,

The evidential matter obtained should be sufficient for the auditor to form
conclusions concerning the validity of the individual assertions embodied
in the components of financial statements. The evidential matter provided
by the combination of the auditor's assessment of inherent risk and control
risk and on substantive tests should provide a reasonable basis for his or
her opinion.* '
The PCAOB further explained the meaning of “sufficient” in PCAOB Accounting

Standard No. 15 (“AS 15”), Audit Evidence, released on August 5, 2010, stating:

Sufficiency is the measure of the quantity of audit evidence. The quantity
of audit evidence needed is affected by the following:

Risk of material misstatement (in the audit of financial statements) or the
risk associated with the control (in the audit of internal control over
financial reporting). As the risk increases, the amount of evidence that the
auditor should obtain also increases. For examjple, ordinarily more
evidence is needed to respond to significant risks...>

The ciréumstances of the 2009 Yuhe Audit, including CVB’s engagement just over three
weeks before completion of the audit, Yuhe’s business practices regarding cash, Yuhe’s
(and the fieldwork auditors’) lack of understanding of US GAAP, and the reemergence of
illegal related party loans should have significantly increased the amount of audit
evidence required to be sufficient. However, there is no indication that CVB and Mr.

Anderson undertook the necessary steps to ensure that such evidence was obtained.

2 AU §326.13.

% AS 15 paragraph 5; The AICPA included similar language in its revision of AU §326 in 2006:
The quantity of audit evidence needed is affected by the risk of misstatement (the
greater the risk, the more audit evidence is likely to be required) and also by the
quality of such audit evidence (the higher the quality, the less the audit evidence that
may be required). Accordingly, the sufficiency and appropriateness of audit evidence
are interrelated .
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AU Section 333 (“AU 333”), Management Representations, expands upon the need for
the auditor to obtain evidential matter beyond representations made by management. AU

333 states that management representations,

..are part of the evidential matter the independent auditor obtains, but
they are not a substitute for the application of those auditing procedures
necessary to ajjord a reasonable basis for an opinion regarding the
financial stateménts under audit.**

Inventory
AU Section 331 (“AU 331”), Inventories, requires the observation of physical inventory

counts, or justification by the auditor for not observing:

Observation of inventories is a generally accepted auditing procedure.
The independent auditor who issues-an opinion when he has not employed
them must bear ‘in mind that he has the burden of justifying the opinion
expressed.®®

AU Section 310 (“AU 3107), Appointment of the Independent Auditor, specifically notes
the necessity of inventory observation. In advising an auditor when engaged with only a

short time before the deadline to issue, it states,

Although early appointment is preferable, an independent auditor may
accept an engagement near or after the close of the fiscal year. In such
instances, before accepting the engagement, he should ascertain whether
circumstances are likely to permit an adequate audit and expression of an
unqualified opinion.and, if they-will not, he should discuss with the client
the possible necessity for a qualified opinion or disclaimer of opinion.
Sometimes the audit limitations present in such circumstances can be
remedied. For example, the taking of the physical inventory can_be
oned. or another.physical inventory can be taken which the auditor
”% [Emphasis added.]

CVB and Mr. Anderson did.not observe or test any inventory counts as part of the 2009
Yuhe Audit. As part of its fieldwork performed while part of Grant Thornton, BT-

AU §333.02.
% AU §331.01.
% AU §310.04.
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Shanghai performed observations and test counts of Yuhe’s inventory counting between
December 16, 2009 and December 22, 2009. There is no documentation of any
additional counts taken after CVB and Mr. Anderson were engaged nor is there any
documentation of CVB’s basis for accepting the inventory observation conducted by BT-
Shanghai.

Related Parties

AU Section 334 (“AU 334”), Related Parties, establishes particular requirements
regarding the identification and auditing of related party balances and transactions

because,

...the substance of a particular transaction could be significantly different
JSrom its form and that financial statements should recognize the substance
of particular transactions rather than merely their legal form.%’

For similar reasons, US GAAP requires specific disclosures of related party transactions
and Section 402 of the Sarbanes-Oxley Act of 2002 specifically prohibits personal loans

to company executives.

In its amended 10-K for the year ended December 31, 2008, Yuhe disclosed that such
loans had been made by Yuhe during 2008.

Management had concluded, as of December 31, 2008, that material
weaknesses existed with respect to compliance with Section 402 of the
Sarbanes-Oxley Act. As of December 31, 2008, the Company advanced
money to four related parties with a total outstanding amount in excess of
$3.7 million, of which, the Company advanced over $3.5 million to one
related party, Shandong Yuhe Food Group Co., Ltd. %

As noted in Yuhe’s 8-K, filed on March 11, 2010, Grant Thornton identified that
additional prohibited loans had been made,

Grant Thornton noted during its audit procedures that the Company has
been unable to eliminate the occurrence of related party loans between the

7 AU §334.02.
% Yuhe International, Inc., Form 10-K/A for the year ended December 31, 2008, p. 2.
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Company and Yuhe Food, and the Company concluded that a material
wealmess continues to exist with respect to the Company’s compliance
with- Section 402 of the Sarbanes-Oxley Act of 2002. The Company's
remedial efforts -as previously reported on Form 10-K/A have not
successfully remediated the material weakness.”

- "'The 8<K. further disclosed that Yuhe “coﬁtinq;@s to make payments under certain
A arrangcments to Yuhe Food, such payments have resulted in related party loans- in

Jarivary and February 2010.” Tt also disclosed that Grant Thorntoh had resigned fiom the

- engapement.

CvB and-Mr. Anderson were aware of the ptohibited related party transactions discloséd
in the :jjﬁor.ycar’s_audi;e;d financial statements and in the Form 8-K and were aware that

‘Granit Thorifon had resighed, il part, because of the existence of those: transactions.
'PCAOB auditing standards clearly describe the auditor’s responsibilities with respect to

’;!’S‘_ﬂ‘étéd party and illegal acts. Despite the circumstances regarding Yihe’s related- party
transactions, the only reference in the workpapers created by CVB (after Grant Thornton
had resigned because of illegal loans made after year end) is on a related party audit

sprogram prepared by Mr. Bryant. A notation on. this audit program .confirms that CVB

and Mr. Anderson were aware of the loans, stating “A loan was given subsequent to the

_ysar-end to the President’s other company.” However, the audit program provigdes 110

additional commentary and -calls for no additional auditing procedures related to the

existence of these illegal loans.'®

Further illustrating the insufficiency of the procedures vperformcd by CVB and Mr.
Anderson regarding related party transactions in the 2009 Yuhe Audit, several weeks
after CVB and Mr. Anderson issued the audit report, Mr. Bryant sent an email to a
member of BT-Shanghai asking about procedures performed. That message is shown

_bBl O_W.".‘l ol

®  Yuhe Iaternational, lnc., Form 8-K, filed March 11, 2010, pp.3-4.
1% CcyB001588-CVB001590.
101 CVB029575.
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From: Sean Bryant

Sent: Tuesday, April 27, 2010 10:39 Py
To: 'BBY : Vincent Hu

Subject:

Tony,

Outside of the one workpaper you sent us listing all related parties, what
additional items did you do or what information did you recover from Yuhe to
identify ALL related parties?? What additional requirement does GT perform to
verify related parties. If you have any additional information, please send.

thanks,

Tony, of BT-Shanghai, replies as follows:

As to the workpaper and procedures about the related party, there is not
any other workpapers that i can sent to you, for this procedures were done
in our audit solfiware (Voyager), but i can give you a summary about the
procedures we done:

First, for the related parties information was been provided by the
management themselves.

Second, we inqured the Chief accounting officer (Mr. Jiang yigiang), if
there were any other related parties that have not been covered by above
PBC list.

Third, we reviewed the 10K and other released files, to find some
information about the related party and discussed them with Chief
accounting officer too.

Forth,both during our pre-audit and substantive test, we all give enough
attention to the indications that may lead to a related pary or related party
transactions.

Basically, that is the main procedures to identify related party. 102

Mr. Bryant and Mr. Anderson testified that this exchange was not related to the

documentation of the 2009 Yuhe Audit. While the conversation may not have been

initiated because of the audit, it demonstrates that the documentation of the procedures

12 CVB029575. The excerpt was taken verbatim from the produced document and includes several .

grammatical errors due presumably to language and translation difficulties of the author.,
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performed by BT-Shanghai on related party trapsactions as retained by CVB was
deficient and that CVB and Mr. Anderson did not properly audit those transactions or
understand what auditing had actually been done by BT-Shanghai.

CVB.and Mr. Anderson Failed to Provide Appropriate. Audit Documentation

In definiing the requirements.of an auditor’s wotkpapers; AS 3 states,

Audit dacumentation "’1)1_1'15‘1‘ contain suffictent information to enable an
experienced auditor, having no. previous connection with the engagement:

* To understand. the nature; timing, extent, and results of the procedures
performed, evidence obtdined, and conclusions reached, and

e To determine who perfa?med theZ wark ;md lhe date such work was

......

such revtew
And,

Prior to the report release ddte, the.-auditor ‘must have campleted all

necessary auditing procedures ami obtdined suﬁ‘ icient evidence to support

the representations in the auditbr's report. A complete and final set of

audit documentation should be assembled. for retention as of a date not

more than 45 days: after the report release date (documentation

completion date).
The workpapers as produced cettainly have not been “assembled for retention” ner in a
manner.that would facilitate ene withoyt previous connection to the 2009 Yuhe Audit to
easily determine proper compliance with AS 3. Any. work paper that does not provide
the information necessary to determine 1) the nature, timing, extent and results of
procedures performed, evidence obtained and conclusions reached and 2) who prepared
and reviewed the work paper and when, represents a failure on the part of CVB and Mr.

Anderson to properly document the 2009 Yuhe Audit. An analysis of the workpapers
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relating the audit of cash, for instance, is provided below, with required information that

is missing highlighted:'®

Bates Bates W/P Ref/ Date
Beginning Ending Tile Name Prepared Preparer Reviewer

CVB000136 [ CVB000138 | Bank Confirmation #9 Unidentified | Unidentified CVB

CVB000505 | CVB000513 | Reconciliation Unidentified Unidentified CVB

CVB000514 | CVB000517 | Cash lead Unidentified Uuidcntiﬁéd' CVB

CVB000534 | CVB000543 | Schedule of bank accounts | Unidentified | Unidentified CVB

CVB000583 | CVB000585 | Bank Confirmation #8 Unidentified | Unidentified CVB

CVB000748 | CVB000749 | Confirmation Unidentified | Unidentified CVB
55.3.1 Test of controls John (BT-

CVB001221 | CVB001222 | form 1/24/2010 Shanghai) CVB

CVB001324 | CVB001326 | Bank Confirmation #3 Unidentified | Unidentified CVB
56.2.1 John (BT-

CVB001542 | CVB001547 | Cash _Internal ControlTH | 1/23/2010 Shanghai) CVB
55.3.1 Test of controls John (BT-

CVB001548 | CVB001549 | formTH 1/23/2010 Shanghai) CVB

) 55.3.1 sample planning John (BT-

CVB001760 | CVB001761 | formTH 1/23/2010 Shanghai) CVB
a5.2.1 John (BT-

CVB001775 | CVB001780 | Cash__Internal Control 1/23/2010 Shanghai) CVB

CVB001795 | CVB001797 | Bank Confirmation #4 Unidentified | Unidentified CVB
55.3.1 sample planning John (BT-

CVB001891 | CVB001892 | form 1/23/2010 Shanghai) CVB

CVB002032 | CVB002034 | Bank Confirmation #5 Unidentified | Unidentified CVB

CVB002093 | CVB002095 | Bank Confirmation #7 “Unidentified | Unidentified CVB
PCA-AP-3 Audit Program John (BT-

CVB002133 | CVB002136 | for Cash 1/29/2010 Shanghai) CVB

CVB002436 | CVB002438 | Bank Confirmation #6 Unidentified | Unidentified CVB

CVB002578 | CVB002581 | Bank Confirmation #1 Unidentified | Unidentified CVB

CVB002597 | CVB002604 | Cash on hand Unidentitied | Unidentified CvB

CVB002724 | CVB002729 | cutoff of check Unident'iﬁcd_c_ Unidentiﬁed CVB

CVB002918 | CVB002921 | Bank confirmation Unidentificd | Unidentified CVB
Significant payment by : :

CVB003115 | CVB003122 | Cash and Bank Unidentified | Unidentified CVB
55.1.1 cash receipt and John (BT-

CVB005194 | CVB005195 | disbursement 1/23/2010 Shanghai) | BT-Shanghai/

93 1t may be possible, however, to determine some of the missing information from analysis of the
document’s “metadata”, but one should not have to analyze things such as the author of a Microsoft

Excel file to attempt to determine who prepared a work paper.
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CVB

55.1.1 cash receipt and John (BT- BT-Shanghai/

CVBO005198 | CVB005199 | disbursementTH | 12412010 | Shanghai) CVB

%B ap;l Mr. Anderson Failed to Appropriately Consider Fraud-and/or Illegal Acts-by
ulte :

AU Section 316 (“AU. 3167, Consideration of Fraud in g Financial Statement Audit,
requires the .ggdjtor. to ‘perffbnp specific procedures in. agid_ifsssing: '-fhe;riék. 'o,f Aﬁaﬁd. It
- repéats the requirement for professional 'skeptiéism and-ﬁqgite&spéﬁiﬁc documentation.
of the -préceduis:sroflated fo the comsideration of fraud. 4 Ay Sec'tibn 317 (“AU 317°),
ﬂlegal Acm' by Clients, instructs the auditor to be aware of the possxblhty of illegal-acts.
and’ provxdees guidance to the ‘auditor in the cucumsta?nce that an illega! act by the chignt

_has beemidentified.'®

We ‘identified only three workpapers specific to the consideration of fraud. All were
prepared 'bY"B'[?JShangliaij prior to CVB’s engagement. The firét is a document titled
Fraud Risk, (anc'él.is' identified as documentation of an “Engagement Team Discussion:
. SAS 9.9~Br:'4ipstqnning Session.”'® The document rates that only BT-Shanghai members-
were.involved in the discussion of the potential for fraud. by management. An analysis.of
the documents j)rqduced in this matter ‘shows: that the: -dééurhent is identical to the
comparable document included in the 2008 audit of Yuhe's financial statements with,
only the names of the BT-Shanghai team members changed.

The second document is one titled Considering, Identifying and Responding to Fraud
Risk (Factors) and is also identical to the comparable' document included in the 2008
audit of Yuhe’s. financial statements, including reference to “Baker Tilly,” with enly. the
date changed. 197 The document includes the notation, as a response by BT-Shanghai to
'the ‘identified fraud nsks “Assignment of more expenenced audit personnel to the

1% AU §316.
S AU §317.
1% cyB000067-CVB000068.
197 cVB001781-CVB001787.
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engagement or increased supervision of engagement personnel.” There is no
documentation by BT-Shanghai, CVB or Mr. Anderson ' that the newly assigned BT-
Shanghai staff had such experience or was supervised appropriately by BT-Shanghai.
They could not have been supervised by CVB.

The third document, titled Fraud Risk Information Form, was prepared by BT-Shanghai
on January 24, 2010, prior to CVB and Mr. Anderson’s engagement.!”® There is no

documentation that CVB or Mr. Anderson performed its own fraud risk assessment.

In addition, based'upon review of the documents provided in this matter, there is no
documentation of the procedures, considerations or communications required by AU 317
as a result of the prohibited related party transactions identified by Grant Thornton, which
was the reason for their resignation. See the separate section in this report regarding

related parties.

CVB, Mr. Anderson and Mr. Van Wagoner Failed to Exercise Due Professional Care

The third general auditing standard requires the auditor to perform his duties with “due
professional care.” That requirement extends to all facets of the a;xdit, including
planning, supervision, field work and reporting. It also extends to the role of concurring
partner. It explicitly imposes the‘requirement for auditors to follow auditing standards,

and it also requires the auditor to excrcise professional skepticism.

In their performance of the 2009 Yuhe Audit, CVB, Mr. Anderson and Mr. Van Wagoner
also failed to exercise the appropriate level of professional skepticism required by AU
Section 230 (“AU 230”), Due Professional Care in the Performance of Work, given the
circumstances surrounding the audit. AU 230 defines professional skepticism as “an

attitude that includes a questioning mind and a critical assessment of audit evidence. »109

1%8 CVB002359-CVB002363.
199 AU §230.07.
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CVB, Mr. Anderson and Mr. Van Wagoner were aware, or should have been aware, of
the following issues affecting the 2009 Yuhe Audit. As indicated in the separate sections
below, there is no-indication that CVB, Mr. Anderson or Mr. Van Wagoner considered
these: 1ssues with a “questioning mind,” if they consxdered them -at_all, nor is there
indication that they performed any testing of BT-Shanghai’s work, much.less performed

cntlcal assessment ” as such considerations and assessments would ‘have been

docuirienited in the auth workpapers:

® The resignation of Grant Thornton due to recurrence of related party loans and
Yuhe’s inability to prepare GAAP ﬁnanc;al statements and:a material weakness in
internal controls over financial reportmg

¢ Thextiming. of the engagement of CVB. and thezrelated -deajsion. to- use the BT-.
Shanghal workpapers

e Yuhe’ s mabxhty to prepare its own financial statements in accordance with US
GAAP'"! and the high number of audit adjustments-identified as a result of-audit
procedures in prior year audits

e The past instances of prohibited related party transactions entered into by Yuhe
(see ‘separate section of this report regarding related parties for additional
information)

e Yuhe’s business practices, particularly those related to cash, which was used for

the ‘majority of its transactions. (According to a workpaper prepared by BT-

Shanghai, “There is no account recexvable account. The company receives sale
payment by cash on the date of delivery.” 12y

¢ Allowing a large part of the audit work performed by CVB to be performed by a .
non-CPA senior staff accountant, while acting in a manager capacity'!

o The geographical separation between CVB in the United States and all of the
- operations of Yuhe in China :

CVB, Mr. Anderson and Mr. Van Wagoner failed to exercise due professional care
throughout the performance of the 2009 Yuhe Audit. In each instance of CVB and Mr.

1% Yuhe International, Inc., Form 8-K, filed March ll 2010, pp.3-4.

I CVB002108-CVB002117.

12 cVB001532.

!B Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 185:14 — 186:11.
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Anderson failing to act in accordance with the PCAOB auditing standards identified
herein, including failing to communicate with Grant Thornton as predecessor auditor and
misapplying AU 543, as well as each of the other audit failures previously described, they
failed to exercise due professional care. Such failures are discussed in separate sections in
this report but given the extent of those failures and the minimal participation in the audit,
the issuance of an audit opinion by CVB and Mr. Anderson, in my opinion, is a violation
of the due professional care standard, in and of itself. In failing to perform a proper
concurring partner review that should have identified such audit failures, Mr Van

Wagoner also failed to exercise due professional care.
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The 2010 Yuhe Audit

CVB and Mr. Anderson Had No Reasonable Basis for an Opinion in the 2010 Yuhe
Audit

For the 2010 Yuhe Audit, CVB and Mr. And'erson' did not use the services of BT-
Shanghai, Instead, they utilized the services of Tom Cheng, for most audit procedures,
and RSM-China, for inventory observations and “understanding of internal control

procedures”.! 14

As was the case in the 2009 Yuhe Audit, however, CVB and Mr Anderson performed
only a minor portion of the audit work on the 2010 Yuhe Audit. Over the period
November 15, 2010 (the date of CVB’s engagement letter) to April 9, 2011, a total of
2,444.00 hours were worked on the 2010 Yuhe Audit by CVB, Tom Cheng and RSM-
.China, presented by firm below:

Accounting Firm _Hours worked
CcvB: ¥
Russ Anderson 51.25
Sean Bryant 123.00
Sandra Chen 87.50
Marty Van Wagoner 7.25
QOthers 26.00
CVB - Total 295.00 295.00
RSM-China''¢ 920.00
Tom Cheng'!’ 1,229.00
2,444.00

Though CVB and Mr. Anderson were engaged in November 2010, approximately four
and a half months prior to issuing their report, the time spent by CVB on the 2010 Yuhe

4 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp. 47-48; Swom
investigative testimony of Sean Bryant, taken June 25, 2013, pp.263-264.
115 ~VB044972; based on the period November 15, 2010 to April 9, 2011.
16 CVB044112.
"7 CVB044967-CVB044970.
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Audit was only twice as much time as was spent by CVB on the 2009 Yuhe Audit in the
three weeks from engagement to the issuance of their report. That additional time
represented approximately 34 hours by Mr. Anderson, 66 hours by Mr. Bryant and 49
hours by Ms. Chen, but the combined CVB employec’s hours only represented 12% of
the total engagement team, while Tom Cheng performed 50% and RSM-China 38%, or a

combined 88%.

Firm Hours Worked

CvB 295.00 12%
RSM-China 920.00 38%
Tom Cheng 1,229.00 50%

2,444.00 100%

CVB and Mr. Anderson’s minimal participation in the 2010 Yuhe Audit and its violation
of the PCAOB auditing standards described in separate sections in this report, in my
opinion, did not provide CVB or Mr. Anderson a reasonable basis to provide an opinion

on Yuhe’s financial statements for the year ended December 31, 2010.

CVB, Mr. Anderson and Mr. Van Wagoner Failed to Comply With Their Professional
Responsibilities Regarding the Use of Assistants from Outside the Firm

Similar to the 2009 Yuhe Audit, CVB and Mr. Anderson used assistants from outside the
firm in the 2010 Yuhe Audit — Tom Cheng and RSM-China. PCAOB Alert 6
emphasized the responsibilities of CVB and Mr. Anderson to, among other things,

consider the following regarding the use of staff from outside the firm: '

e Knowledge, Skill, Ability and Independence
e Planning and Supervision
. Audit Documentation
¢ Engagement Quality Review
There is no documentation of CVB’s and Mr. Anderson’s decision to accept the

engagement with the intention of using Tom Cheng and RSM-China, much less their
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consideration 'of the specific issues regarding that decision as noted by‘PCAOB Alert 6.
Much as they did in'the 2009 Yuhe Audit, CVB and Mr. Anderson fajled to properly perform
those functions in the 2010 Yuhe Audit.

CVB and Mr. Anderson Failed to Appropriately Plan and Supervise and Failed to
Appraprmtely Cons der Fraud arid/or Illegal Acts by Yuhe

‘CVB and Mr. Andérson:were required by the PCAOB auditing standards to properly plan
the 2010 Yuhe Audit work, including consideration of fraud abd .»ill'egal acts, prior to’
dkeéﬁhg any of the. audiﬁng work that was to be conducted»by Tom 'Cheng- and RSM-

......

produced in tha,s mat,.ter; mdleats:s thxs, did not occur and CVB d.ld ot Prqpeﬂy supervise
the work performed by Tom Cheng or RSM-China; who perﬁonn@dﬁheﬁcmﬂl auditing
procedures;

¢ November.15,2010: CVB was engaged to perform the 2010 Yiihe Audit.''®

o December 1,2010: Mr. Bryant sent an email to Mr. Hu, CEQ of Yuhe that
stated Tom Cheng would  assign . someone for “the
upcoming Yuhe mventory observation,” -indicating that
CVB is not involved in the asmgnmem of Tom Cheng or
RSM-China staff for the engagemem

e December 14,2010: Tom Cheng submitted dn invoice to GVB for $6,726
repxcsentm% 96 hours of service related to Yuhe, -plus
" expenses. Comparatively, CVB personnel had worked
16.25 hours during the pcriod November 15, 2010 to
December 14, 2010."*! There is no indication that CVB or
Mr. Anderson had provided any planning decumentation to
Tom Cheng personnel or had provided any supervision to
Tom Cheng at this point.

e December 16,2010: RSM-China completed its inventory observations, with no
apparent supervision.'? There i is no indication that CVB or

18 cVB066163-CVB066166.
1 xvB066244.
120 CVB044968.
21 CVB044972.
2 CVR044112.
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e January 13, 2011:

e January 15,2011:

e January 17, 2011:

e January 24, 2011:

e January 25, 2011:

Mr. Anderson had provided any planning documentation to
RSM-China personnel or had provided any supervision to
RSM-China at this point.

Mr. Bryant sent Arnold Tsang of Tom Cheng the following
prior year workpapers: Inventory, Miscellaneous Current
Assets, Other Liabilities and Other Operating Expense to
Tom Cheng.'?

Mr. Tsang sent Christie Cai of RSM-China an email stating
that they needed assistance in the following areas:

A. Internal control documentation for both PRC Yuhe
and Taihong

B. Inventory and cost of sales section for both PRC

Yuhe and Taihong

Permanent file information update

Detailed information of each form

Distribution of henhouses and hatcheary [sic]'**

SRR

Mr. Anderson scheduled a meeting on January 18" with
Mr. Bryant to have a “fraud risk discussion” for Yuhe, four
days after sending workpapers to Mr. Tsang, and one
month after RSM-China had performed its inventory
observation procedures.'*®

Mr. Bryant and Ms. Chen exchanged emails evidencing
that Tom Cheng had not yet been provided fraud risks and
planning despite being expected to finish the field work by
January 31, 2011. Mr. Bryant acknowledged that it is
“wrongl ztg give [Mr. Tsang] the Fraud Risks and planning
late...” :

Mr. Tsang distributed the “related party list” to members of
Tom Cheng, CVB and RSM-China, six days before field
work was expected to be complete.'?’

183 cvB051581-CVB051582.
124 CYB052947.
125 CVB063701.
126 cYB051494-CVB051496.
127 CVB051472.
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* January 25, 2011:

¢ January 27, 2011:

o February2,2011:

e February 18; 2011:

o February 22, 2011:

. 'M,airch f8-?'20‘l 1:

A fraud risk discussion was.held with members of CVB,
Tom' Cheng and RSM-China, six days before field work is
expected to be complete. That same day, Mr. Bryant asked
via email. for a:staff member of CVB.to mcorporate a:fraud
risk ‘discussion memo and “Yuhe 2010° analytlcs” into the
audit -binder. The fraud dlSClISSlon memo “stated that the

‘discussion was held on January 18% ‘and: January 25"' and it

detailed the items discussed and whlch audlt team | embers
would work on the related audit. areas.}

field" work Was ‘expectedto be compl’ X ef?in' 51x daj;s

RSM-Chma completed its first segment of fieldwork two
days ‘aftér receiving a list  of related parties and

. pamclpanng in the fraud discussion. 129

Tom Cheng submitted an invoice to CVB for $42,562

representing 762 hours of service- ‘telated to Yuhe, plus
‘eXpenses
fraud discussion."”®  Comparatively, CVB: personnel had
‘worked 95.1. hours durmg the period Deceriber 15 2010 to
February 2, 2011."

approxnmately one week: after partlcxpatmg in'the

RSM- Chma completed its second and ﬁnal segment of
fieldwork.'2

Tom Cheng submitted a final invoice to CVB for-$21,317

- representing 371 hours of service related to Yuhe, plus

expenses. Comparatively, CVB -personnel had worked 26
hoursldurlng the period February 3; 2011 to February 22,
2011.

Mr. Bryant received internal control workpapers. He sent a
message to Ms. Cai that said “...as it stands, I cannot
include the attached in our workpapers because it does not
properly support the work of our financial statement
audit.”3*

128 CyB051472-CVB051473. .
12 cvB044112.

10 CVB044967.

11 cVB044972.

12 CVB044112.

133 CVB044972, CVB044969.
134 CVB050985-CVB050986.

62



e March 14, 2011: Mr. Bryant received workpapers from Tom Cheng, noting
to Mr. Hu that he was “only half way through the 10-K”
presurg?bly indicating his review of a draft of Yuhe’s Form
10-K.

e March 28, 2011: A discussion was held with Mr. Hu regarding the
consideration of fraud.'*

e March 31, 2011: CVB and Mr. Anderson issued their audit report on Yuhe’s
financial statements as of December 31, 2010. CVB
personnel had worked 155.15 hours during the period
February 23, 2011 to March 31, 2011, representinF 53% of
the time worked by CVB on the 2010 Yuhe Audit.™’

The above analysis indicates that the planning procedures performed by CVB were either
non-existent, deficient, or not timely, including those related to fraud. CVB’s planning
was generally performed after Tom Cheng and RSM-China had performed its inventory
observations and after a large pdrtion of the field work of Tom Cheng and RSM-China
was complete. CVB and Mr. Anderson’s planning was also deficient in its failure to
appropriately address the risks that existed as noted in a separate section in this report,
including failing to consider (or at a minimum, document consideration of) illegal acts,

particularly the company’s past prohibited related party transactions.

- As noted above, the nearly 300 hours CVB spent on the 2010 Yuhe Audit represented
only 12% of the total engagement time. However, the analysis above shows that only
137.35 of those had been worked by CVB before Tom Cheng and RSM-China completed
the 2,149 hours they billed to CVB.!® The disparity in hours worked on the engagement,
and the periods in which each performed the work, demonstrate that CVB and Mr.
Anderson did not properly supervise the foreign staff. The interactions on December 1,
2010 and January 16, 2011 show that Mr. Tsang of Tom Cheng, rather than CVB

personnel, was assigning staff audit responsibilities. This lack of supervision by CVB

135 CVB056836.

136 CVB44140-CVB44143.

7 CVB044972.

138 16.25 hours + 95.1 hours + 26 hours = 137.35 hours.
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and Mr. Anderson further supports that CVB and Mr. Anderson did not have a reasonable
basis to issue an audit opinion on Yuhe’s financial statements for the year ending
December 31, 2010,

CVB-and Mr. Anderson Failed to Appropriately Assess Risk and Maieriality

CVB’s and Mr. Anderson’s failure to properly plan the 2010 Yube Audit included,
‘among other failures; the lack-of 2 proper Tisk. assessment prior-to-the begiiining of audit

procedures.

The files sent to. Mr. Bryant by Mr. TSang on March. 14, 2011 that represented the
workpapcrs of T om Cheng included separgte Migrosoft Excel files for Yuhe Poultry,
Yihe: Feed Brightstand and the parent Compax;y, Yuhe Intsmnational, Inc. Each ﬁle
mcluded_v_many ‘tabs, each fab repres_cntmg a “workpaper.” A separate audit xié_k,;apalys;s
for each entity -was’ inél,i]ded in the ﬁles : There is nothing toindit:ate that Mr. Bryant 'or
Mr. Anderson reviewed these analyses until they were sent to CVB two weeks before

1ssuance of the audit report.

The audit risk analyses that were prepared for each entity reach the same conclusions and
risk assessments: for-all four.entities. For the 2010 Yuhe Audit, Tom Cheng: assessed the
control risk for each findncial statement ass;sr-_tiqn,,fgr all audit -areas as “max,” and the
inherent risk as-either moderate or low for all, which resulted in assessments of the risk of
mateﬁ'aﬂ nﬁsstétcment ‘as mbderate, except for Fixed Assets :;(V aiﬁation), Revenues
(Cutoff) and Expenses (Cutoff), as shown in the table below:

4 Risk of
Inherent | Control Material Audit Response/
Audit Area _Risk- Risk | Misstatement Approach | Comments
Fixed Assets and Intangible :
Existence/Occurrence Moderate- | Max Moderate. Basic | No ,
Completeness | Low Max Moderate ~ | modifications |




Rights or Obligations Moderate Max Moderate on Audit
X - Program,
Valuation/Allocation High Max High see AP-Basic
Presentation/Disclosure | Moderate Max Moderate . Approach...
Revenues
Existence/Occurrence | Moderate Max Moderate N
, : . , : o
Completeness Low Max Moderate modifications
Rights or Obligations Moderate Max Moderate on Audit
. - Extensive | Program,
Valuation/Allocation Moderate Max Moderate see AP-
Presentation/Disclosure | Moderate Max Moderate Extensive
— — — Approach...
Cutoff High Max ‘High
Gains on disposition
Existence/Occurrence High Max Moderate
Completeness High Max Moderate
= . - — No such
Rights or Obligations High Max Moderate Extended things
Valuation/Allocation High Max Moderate | hal;fened for
A ' the year.
Presentation/Disclosure High Max Moderate :
Cutoff High Max High
All ot P L N/A for
a(;/ er audit M o(;v or Max Moderate | Inventory;
areas/assertions oderate Basic for
' all others

The items noted below, however, contradict the appropriateness of the moderate or low
risk assessments made by Tom Cheng, and further reflect that CVB and Mr. Anderson
performed nothing more than a perfunctory review when incorporating Tom Cheng'’s

workpapers into its own.

e A comparison to the audit risk assessments included in the workpapers for the
2009 Yuhe Audit reveals that the inherent risk was assessed as high in 2009 for
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both cash and accounts receivables/sales but was a range of low to moderate and
low, respectively in 2010. There is no explanation for the lowered assessment:of
inherent risk for either of these audit areas, and in fact, the Audit Completion
Document states that nothing had changed. 139

However, a SEC comment letter received by Yuhe on December 14, 2010
regarding its cash accounts,'*® along-with the high level of cash actxvntys, at: the
company, demonstrate that the lowered assessment. for cash was not appropria
The SEC raised: questions Teg; 'dmg the use of personal bank accounts
but Tom- Cheng assessed ;and'CVB: accepted an assessment-of low. mhereht risk
on all assertions for cash, mcludmg “nghts and obligations.”

e The SEC also questioned Yuhe about its ability to correctly prepare its ﬁnanclal
statements in accordance with US GAAP. M A lack of - understandmg '
GAAP increases the mherent risk of a misstatement, particularly due:to m {
valuation or disclosures. In yeais prior to 2010, Yuhe had.utilized the'servic
a third party to assist: in the:preparation of its SEC fihng Mr. «BrYant‘:z came -
aware that Yuhe had not hn'ed a third party firm to assist in the preparation of i 1ts
2010 financial statements on March 14,2011. :

On March 24, 2011, CVB put Mr. Hu in contact with Tony Todd of ngery &
Crouse, CPA’s for- ass1stancc,mth the completion of Yuhe’s Form 10-K."*?.0n
March 30, 2011, after six-days of providing assistance to Yuhe,:Mr..Todd:sent.a
message to Mr. Anderson that stated, “In my view, this 10-K is:currently newhere
near being ready to file and said he would not be available over the next couple
of days due to travel.'

The assessed inherent risks for these financial statement-assertions, however, were
either moderate or low for all audit areas (except fixed assets)-and -all audit
approaches were left at “basic” (except for revenue), and these assessments were
not changed despite. Mr. Todd’s message. :

e The risk of a material misstatement due to the incorrect valuation of fixed assets
was reflected in the audit risk analysis, but the audit approach- was left at “basic”
with no explanation as to how a basic audit approach addressed the heightened
risk. ' ‘\

In fact, the remaining payments with respect to the Dajiang Acquisition had yet to
be made to the seller-by end of 2010, despite the previous disclosure that the

' CVB044136.
1401 etter from U.S. Securities and Exchange Commission to Mr. Gao Zhentao, dated December14, 2010.

1411 etter from U.S. Securities and Exchange Commission to Mr. Gao Zhentao, dated Decemberi4, 2010.
42 CVB050789-CVB050790.
143 CVB050293-CVB050294.
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transaction would be completed by early 2010. Uncertainty to the finalization of
a material transaction such as the Dajiang Acquisition should have been reflected
in the assessment of the inherent risk of fixed assets. The assessed level of
inherent risk, as to assertions of existence and rights and obligations were left at
moderate, and again, no change to the audit approach beyond basic.

Despite these circumstances, CVB and Mr. Anderson performed no additional
procedures and did not re-assess the risks of material misstatement. See
additional discussion regarding the farms at the separate section in this report that
discusses audit evidence.

Materiality

Assessment of materiality is an important part of the planning of an audit. Establishing a
lower threshold of materiality typically requires a greater reliance on sufficient and
appropriate audit evidence than a higher one. The workpapers prepared by Tom Cheng
included a worksheet for each entity that used a standard formula to establish the
materiality level. According to the forms, the level was set in late January, but there is no
indication that anyone from CVB reviewed the calculations before the workpapers were

sent to Mr. Bryant on March 14, 2011.

The formula first required the establishment of a base amount. In the case of Yuhe, that
base amount was net assets (because it was larger than total revenue and net income).
The base amount was then used to determine planning materiality based on a table
provided on the form. The materiality calculation on the work sheets prepared by Tom
Cheng resulted in a planning materiality of $850,000 ($153,000 + 0.52% of total assets of
$135.4 million) and a tolerable misstatement of $630,000 (75% of the planning

144

materiality). The table used in the form is shown below.

14 For instance, CVB043713 and CVB043774. _
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, $23.000 +mmss;.moﬁna%mmo: wded 1o $2600685.

Mr. Bryant prepared another materiality calculation, based on the same form. aﬁd

farmul,axc model as Tom Cheng, on March 31, 2011. Mr. Bryant, however selected a

planning materiality amount from the incorrect row from the table on the form, resuluhg A
in a planning materiality of $470,000 (§73,000 + 0.6% of total assets of $131.2 million

and a tolerable misstatement of $350,000 (75%. of planning materiality), eagh

145

significantly lower than the calculations made by Tom Cheng.™ There is no indication

that he identified the half million dollar variance.

Also, a.comparison of the table to calculate the materiality level to.that of the prior year

reveals a significant change in the formula. The formula used in, the 2009 Yuhe Audit:set
planning materiality, for a base amount above $100 million (the highest level shown in
2009), to be §185,000 + 0.18% of the base amount. Applying the 2009 formula to the
2010 net asset amount of $131.2 million would have resulted in a planning mateﬁality
level of $420,000 and a tolerable misstatement of $315,000. . ‘

Ultimately, the materiality level for the 2010 Yuhe Audit was set at the higher level
calculated by Tom Cheng, and not that by Mr. Bryant or the measurement .contemplated
by the 2009 methodology, The higher level of planning materiéli‘ty, as determined by
Tom Cheng, resulted in a lessened scope of auditing pr.ocedures'Without- ;econciliation to

the materiality levels calculated by Mr. Bryant or by the 2009 methodology.

45 CVB043744.
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CVB and Mr. Anderson Failed to Obtain Appropriate Evidential Matter

For the 2010 Yuhe Audit, Tom Cheng and RSM-China performed a large portion of the
audit field work, and like they did in the 2009 Yuhe Audit, CVB and Mr. Anderson
incorporated the workpapers into their own without an indication of substantial review. It
is not clear how Mr. Bryant or Mr. Anderson, who both testified that they do not speak or
read Chinese, could do a complete and sufficient review of the workpapers given the
amount of Chinese writing that is in the files. There is no documentation in the
workpapers of the role of Ms. Chen, who did speak Chinese, to indicate whether it was
her role to translate workpapers or not. Lacking any substantive review, inclusion of
workpapers prepared by Tom Cheng or RSM-China, particularly those not translated
from Chinese to English, does not satisfy any requirement of CVB or Mr Anderson to

obtain sufficient and appropriate audit evidence.

In an email to the foreign staff, Ms. Chen identified how the workpapers of Tom Cheng
were generally lacking in providing appropriate audit evidence. Her email, dated
Feb‘ruary 10, 2011, informed the staff the tickmarks were too simple. (Her example is a
tickmark that read, “vouched to investment contract” but should have indicated that the
auditor reviewed the contract and traced relevant information and payments to supporting
documentation and provided details of the contract for the reviewer). The four Excel
workpaper files provided by Tom Cheng each included a tickmark legend that was
incorporated into CVB and Mr. Anderson’s workpapers without any additional
information requested."® Despite Ms. Chen’s recogniti(:;n that tickmarks such as those on
the legend did not describe sufficient auditing procedures, there was no change in the
documentation of auditing procedures included in CVB’s workpapers for the 2010 Yuhe
Audit that would permit the determination of the sufficiency of the auditing procedures

performed by Tom Cheng.

46 CVB043713, CVB043774, CVB044220 and CVB044621.
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The workpapers also do not provide sufficient audit evidence that other issues identified
in the 2010 Yuhe Audit were resolved to such a degree that CVB and Mr. Anderson

could have appropriately issued an opinion:

¢ The delay in the finalization of the Dajiang Acquisition:

The delay in the final payment by Yuhe for the ‘Dajiang Acquisition, as noted in
the: section regardmg risk, should “have: increased CVB and Mr. Anderson’s level
of professional skepticism with’ respect to this:transaction. Emails sent by Ms.

Chen regarding the allocation: between: depos;ts and fixed assets as of the end of
2010 confirm that the 2009 tranisaction remained un-finalized a year later, with no
firm commitment by Yuhe as to a completion date.

¢ The past instances of prohib'ite’d related party transactions entered into by Yuhe
(see separate section of this report regarding related parties for additional
information) -

* Yuhe’s lack of the ability to prepare its own financial statements in accordance
with US GAAP

Despite the message from Mr. Todd to Mr. Anderson regarding the poor state of
the draft of Yuhe’s Form 10-K only days before the filing deadline, the Audit
Completion Document, prepared by Mr. Bryant and signed off by Mr. Anderson
and Mr. Van Wagoner, stated that the issue was resolved by the hiring of Kingery
& Crouse. Mr: Todd’s e-mail provided no such resolution of Yuhe’s inability to
prepare the financial statements, and the workpapers provide no audit evidence
that CVB and Mr. Anderson obtained reasonable assurance of the resolution of
the issue.

o ' The high number of audit adjustments, or “AJEs,” identified as a result-of audit
procedures in prior year audits

The Audit Completion Document provides only a reference to a workpaper that
lists all adjustments, and the Summary Review Memo is no more indicative of a
resolution, but it does more clearly state the problem, as shown in the excerpt
below (highlighted).'*’ A

147 CVB043739.
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Significant Audit Issues:

the gqc_l_iigx;still begs the questions; do they really understand what controls are?

v

still does not have a firm grasp of US GAAP.

T —. N . R . N

¢ Controls are still not effective. The Company has taken measures to improve, however,
" e There is a significant amount of AJEs that lead the anditor 't?l;é'l'i?v"é"iﬁ?i‘ﬁﬁ%ﬁ;ﬁﬁﬂfm

NP |

¢ The noted lack of internal controls at Yuhe

The excerpt of the Summary Review Memo above again states clearly the
problem, but provides no audit evidence that CVB or Mr. Anderson resolved this
issue.

CVB and Mr. Anderson Failed to Provide Appropriate Audit Documentation

The workpapers as produced certainly have not been “assembled for retention” nor in a
manner that would facilitate one without previous connection to the 2010 Yuhe Audit to
easily determine proper compliance with AS 3. Any work paper that does not provide
the information necessary to determine 1) the nature, timing, extent and results of
procedures performed, evidence obtained and conclusions reached and 2) who prepared
and reviewed the work paper and when, represents a failure on the part of CVB and Mg.
Anderson to properly document the 2010 Yuhe Audit. Most of the workpapers included
in the Excel files sent by Tom Cheng include an auto-date feature that is updated when
the Excel files are opened. A reviewer is unable to determine when the workpapers were

created.

Mr. Van Wagoner Performed an Insufficient Engagement Quality Review

PCAOB Accounting Standard No. 7 (“AS 7”) Engagement Quality Review and
Conforming Amendment to the Board's Interim Quality Control Standards, explicitly
states the requirement of an Engagement Quality Review and concurring approval for an

audit engagement and sets for the objective of the review:

The objective of the engagement quality reviewer is to perform an
evaluation of the significant judgments made by the engagement team and
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the related conclusions reached in forming the overall conclusion on the
engagement and in preparing the engagement report, if a report is to be
issued, in order 1o determine whether to provide concurring approval of
issuance.
AS 7 calls for competence independence, integrity, and objectmty by the engagement
quahty»revxewer as he performs his review of the workpapers, audit report and other
| ;g!gyaq : ;}_gcumqntatlon for the purpose of evaluating the audit team’s judgment and
a$§¢§_smeptsgmade during the audit. AS 7 requires documentation: of his review and his

approval -of issuing the audit report.

Mr. Van Wagoner testified to his role in establishing CVB’s practice of providing audit

148

services to China based SEC registrants, "~ as well as his own perception of the role of

ex;gagc'fhent quality reviewer,
~The.role of an engagement quality reviewer, which was formerly ccalled

concurrmg review partner, is really -- I would say there were two aspects
“that define the role.

The.first is to get comjfortable that the audit team has properly 1dentzf led
and addressed the audit risks in the audit.

The second is to make sure that documents, which include the financial
statements, that the information in those documents, 10-QOs, 10-Ks, et
cetera, is consistent with the financial statemenls upon which we've
rendered an opinion.'*

On March 30, 2011, Mr. Van Wagoner provided his approval for issuance of the CVB
audit report, as indicated by his initials on the Supervision, Review and Approval form.'*®
As noted herein, CVB and Mr. Anderson failed to comply with multiple PCAOB auditing
standards during the 2010 Yuhe Audit, including but not limited to issuing an opinion
without an éppropﬁate basis gained from the auditing procedures performed by them.
There is nothing that indicates Mr. Van Wagoner performed the appropriate level of

review required to fulﬁll‘ the requirements of AS 7, which review should have identified

48 Swomn investigative testimony of Marty Van Wagoner, taken June 27. 2013, pp. 27-30.
> Sworn investigative testimony of Marty Van Wagoner, taken June 27. 2013, pp. 63:18-64:5.
1% CVB044591 — CVB044597.
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the failure of CVB and Mr. Anderson to comply with PCAOB auditing standards, as
identified herein. Mr. Van Wagoner failed to discharge his responsibilities as the
engagement quality reviewer by allowing the issuance of the CVB audit report despite

those audit failures.

CVB, Mr. Anderson and Mr. Van Wagoner Failed to Exercise Due Professional Care

In their performance of the 2010 Yuhe Audit, CVB, Mr. Anderson and Mr. Van Wagoner
also failed to exercise the appropriate level of professional skepticism required by AU
230, givén the circumstances surrounding the audit. CVB, Mr. Anderson and Mr. Van
Wagoner were aware, or should have been aware, of the following issues affecting the
2010 Yuhe Audit, many of them the same as in prior years. As indicated in the separate
sections below, there is no indication that CVB, Mr. Anderson or Mr. Van Wagoner
considered these issues with a “questioning mind,” nor is there indication that they
performed a “critical assessment,” as such considerations and assessments should have

been documented in the audit workpapers:

* Yuhe’s inability to prepare its own financial statements in accordance with US
GAAP'®! and the high number of audit adjustments identified as a result of audit
procedures in prior year audits

e The past instances of prohibited related party transactions entered into by Yuhe
(see separate section of this report regarding related parties for additional
information)

o Yuhe’s business practices, particularly those related to cash, which was used for
the majority of its transactions (According to a workpaper prepared by BT-
Shanghai, “There is no account receivable account. The company receives sale
payment by cash on the date of delivery.”'??)

* Allowing a large part of the audit work performed by CVB to be performed by a
non-CPA senior staff accountant, while acting in a manager capacity

51 CVB002108-CVB002117.
12 CVB001532.
133 Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 185:14 — 186:11.
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* The geographical separation between CVB in the United States and all of the
operations of Yuhe in China

* Regent attention by the PCAOB on apprepriate audmng when ‘using assistants
from .outside ‘the firm, as well as the audits of compariies involved in reverse
mergers

- The delayed finalization of the Dajiang Acquisition that -allegedly occurred in
2009

e 2010 was the first year for Tom Cheng to be involved in the audit of Yuhe.

‘ CVB Mr. Anderson and Mr. Van Wagoner failed to exerc,;se due professmnal care in.
perfonmng the. 2010 Yuhe Audit. In each instance of CVB and. Mr Anderson failing to
act in accoxdance with. the PCAOB auditing standards ldentlﬁed herein CVB and. Mr.

Andexson faxled to exercise due professmnal care in perfotmmg the 2010 Yuhe Audit.

These“failures are discussed in separate sections in this report but given the extent of
these fajilufes~and the comparatively minor parﬁcipation-df’CYB in the andit, the issuance -
of an a’_u_d‘it opinion by CVB and Mr. Anderson, in my opinion, is a violation of -the- due
professional care standard, in and of itself. In failing to perform a proper engagement
quality review as required by AS 7, Mr. Van Wagoner .also. failed to exercise due

‘professional care.
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EXHIBIT A — Documents Considered

Public Filings

Yuhe International, Inc., Form 10-K for the year ended December 31, 2008

Yuhe International, Inc., Form 10-K/A for the year ended December 3 1,
2008, filed May 13, 2009

Yuhe International, Inc., Form 10-K for the year ended December 31, 2009

Yuhe International, Inc., Form 10-K for the year ended December 31, 2010

Yuhe International, Inc., Form 8-K, filed March 17, 2008

Yuhe International, Inc., Form 8-K, filed April 10, 2008

Yuhe International, Inc., Form 8-K, filed December 9, 2009

Yuhe International, Inc., Form 8-K, filed March 11, 2010

Yuhe International, Inc., Form 8-K, filed June 23, 2011

Yuhe International, Inc., Form S-1 for the period ended May 12, 2008

First Growth Investors, Inc., Fdrm 10-KSB for the year ended December 31, 2007

Accounting and Auditing Guidance

FASB Accounting Standards Codification Notice to Constituents (v 4.1) About
the Codification (Apr. 10, 2010)

PCAOB Release No. 104-2010-089A

PCAOB Research Note # 2011-P1, Activity Summary and Audit Implications for
Reverse Mergers Involving Companies from the China Region: January 1, 2007
through March 31, 2010, dated March 14, 2011.

PCAOB Alert 6, Auditor Considerations Regarding Using the Work of Other
Auditors and Engaging Assistants From Outside the Firm

PCAOB Auditing Standard No. 1, References in Auditors’ Reports to the
Standards of the Public Company Accounting Oversight Board

PCAOB Auditing Standard No. 3, Audit Documentation

PCAOB Auditing Standard No. 6, Consistency and the Auditor’s Report on
Financial Statements

PCAOB Auditing Standard No. 7, Engagement Quality Review and Conforming
Amendment to the Board's Interim Quality Control Standards
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* AU Section 110, Responsibilities and Functions of the Independent Auditor
¢ AU Section 150, Generally Accepted Auditing Standards

» AU Section 210, Training and Proficiency of the Independent Auditor

e AU Section 220, .Independence

* AU Section. 230, Due Professional Care in the Performance of Work -

s AU B¢ction 310, Appointment of the‘IndependenI'Audiibf |

e AU Scetlon3l 1, Pl&éz‘nihg and Supervision

* AU Section 312, Audit Risk-and Materiality in Conducting an Audit

o AU Section 315, Communications between Pre.dec‘es;rm" and Siuccessor Auditors
J AU"‘-Secﬁm_\l,Sil 6, Consideration of Fraud.in a Financial .S’tatément Audit

« AU 'Section 317, lllegal Acts by Clients

o AU Section 319, Consideration of Internal Control in a Financial Statement
‘Audit A

e AU Section 3;22 The Auditor's Coniideration of the. Internal Audit Fnction in an
Audit of ‘Financial Statements

e AU Section 326, Evidential Matter

e AU Section 331, Inventories

e AU $cgtion 333, Management Representations

e AU Section 334, Related Parties

» AU Section 410, Adherence to Generally Accepted:Aecounting Printiples
e - AU Section 431, Adequacy of Disclosure in Financial Statements

e AU Section 504, Associafion With Financial Statements '

e AU Section 508, Reports on Audited Financial Statements

e AU Section 532, Restricting the Use of an Auditor's Report ’
» AU Section 543, Part of Audit Performed by Other independent Auditors
e SEC Item 9(e) of Schedule 14A

Sworn Investigative Testimony Transcripts and Related Exhlblfs

o Sworn Testimony of Russell Anderson, taken June 26, 2013
¢ Sworn Testimony of Sean Bryant, taken June 25, 2013
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e Sworn Testimony of Marty Van Wagoner, taken June 27, 2013

Produced.Documents

¢ CVB000005-CVB000009
e CVB000532

e CVB000067-CVB000068
e CVB000750-CVB000753
e CVB001532

¢ CVB001588-CVB001590
o CVB001781-CVB001787
e CVB001901-CVB001907
o CVB002108-CVBG002117
e CVB002359-CVB002363
o (CVB015393-CVB015394
o CVB029575

e CVB031087

o CVB040055

o CVB04019Y

e CVB043713

o CVB043739

o CVB043744

e CVB043774

e CVB044112

o CVB044136

o (CVB044140-CVB044143
e (CVB044208-CVB044219
e CVB044220

e CVB044591 — CVB044597
¢ (CVB044621

o CVB044967-CVB044970



CVB044972
CVB050985-CVB050986
CVB051204

CVB051472:CVB051473
CVB051494-CVB051496
CVBO51581-CVB051582

‘CGVB052832

CVB052947
CVB053122
CVB056826
CVB056836
CVB063701
CVB066163-CVB066166
CVB066244

Child, Van Wagoner and Associates websitc. http://cpaelite.net/about-us

Letter from U.S. Securities and Exchange Commission to Mr. Gao Zhentao, dated
December 14, 2010

Sarbanes-Oxley Act of 2002

Order Instituting Public Administrative and Cease-And-Desist Proceedings
Pursuant to Sections 4C and 21C of the Securities and Exchange Act of 1934 and
Rule 102(e) of the Commission’s Rules of Practice, In the Matter of Child Van
Wagoner & Bradshaw, PLLC, Russell E. Anderson, CPA and Marty Van
Wagoner, CPA, dated July 2, 2014

Wells Submission of Child, Van Wagoner & Bradshaw, Russell Andérson, and
Marty Van Wagoner, dated October 25, 2013 and Supplemental Wells
Submmission, dated May 29, 2014.

Letter from Mr. Anthony J, Costantini to U.S. Securities and Exchange
‘Commission, dated September 20, 2011
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EXHIBIT B — Curriculum Vitae of R. Larry Johnson

R. LARRY JOHNSON, CPA

EXPERIENCE

VERIS CONSULTING, INC. 2000 - Present
CHAIRMAN/CEO

JOHNSON LAMBERT & CO.
MANAGING PARTNER 1986 - 2005

ERNST & WHINNEY 1968 - 1986
PARTNER

Direct client responsibility for all litigation consulting services. Experience includes forensic analysis;
liability, causation and damages consultation; discovery assistance; preparation of damages analysis and
expert testimony. Engagements have included many which required several thousands of hours of
assistance and involved damages in the hundreds of millions of dollars.

Specialized industries involved in litigation assignments have included insurance, nuclear power, finance,
software development, telecommunications, real estate, government contractors, professional service firms
and hotels.

As managing partner of Johnson Lambert & Co., oversaw the accounting and auditing practice of that firm;
as CEO of Veris Consulting, Inc., oversees all consulting services that firm provides, including survey
research and technology consulting.

For 18 years through 1986 associated with Ernst & Whinney. Admitted to partnership in 1978, named
partner in charge of accounting and auditing for its Washington, D.C. practice in 1980 and served as Mid-
Atlantic Regional Director of insurance services.

AICPA FINANCIAL SERVICES EXPERTS PANEL 2000 - 2001
MEMBER

One of 15 original members of panel designed to monitor developments affecting the delivery and
reporting of financial services in the U.S.

AICPA INSURANCE COMPANIES COMMITTEE 1997 - 1999
MEMBER 1989 - 1993

One of 15 members responsible for development of accounting and financial reporting for U.S. insurance
enterprises.

ACCOUNTING STANDARDS EXECUTIVE COMMITTEE
(Now FINANCIAL REPORTING EXECUTIVE COMMITTEE) 1994 - 1997
MEMBER
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One of 15 members of the Accounting Standards Executive Committee of the American Institute of Certified
Public Accountants, which was the highest authority in the U.S. Accounting Profession with responsibility for
industry-specific acoountmg and reporting matters.

OTHER AICPA COMMI'I‘TEES

Served as a member of the AICPA Committee on Relations with Actuaries and on task.forces- including the
following;

e Auditing Loss Reserves

¢ Mutua] Life Insurance Companies

o Deposit Accounting (Chair).

¢ Mass Tort Liabilities

EDUCATION

BS—University of Maryland, magna cum laude
Completed MBA. course work, George Washington University

e 4 e e e i P a5+ g e A i

TRIAL AND ARBITRATION TESTIMONY

—— ot e e J T T NN I PSPNUUSOSUSI

o In the Matter of theArbitration between National Union Fire Insurance Company of Pittsburgh,
PA, et.al. v. Transatlantic Insurance Company; In the Maiter of the Arbitration.between American
Home and National Union Insurance Company of Pittsburgh, PA v. Transatlantic; In-the Matter
of the Arbitration between The Insurance Company of PA v. Transatlantic (October 2014)

*  Alabama Power Company, Georgia Power Company, and Southern Nuclear Operating Co., Inc.
v. United States (Fed. Cl. No. 08-237C) (November 2013)

¢ Carolina Power & Light Company, Florida Power Corporation v. United States -of America (Fed.
ClL, No. No. 11-869C) (September 2013) ,

»  Connecticut Yankee Atomic Power Company, Yankee Atomic Electric Company, Maine Yankee
Atomic Power Company v. United States of America, (Fed CL, Nos. 07-875C, 07-876C, 07)
(October 2011)

e Monsanto Co. and Monsanto Technology LLC v. E.I. DuPont de Nemours and Company and
Pioneer Hi-Bred Int'l. Inc., (AA4 No. 13-122-0126-09) (July 2011)

‘o Fuller-Austin Asbestos Settlement Trust, et al. v. Zurich-American Insurance Company, et al and
related cases, Superior Court of the State of California, County of San Francisco, Nos. CGC 04-
431719, CGC 04-436181, CGC 05-442140, CGC-442745) (June 2011)

e Ferguson, et al. v. Hannover Riickversicherungs-Aktiengesellsschaft (N.Y. Sup. Ct., No.
500106/2008) (March 2011)

o In the-Matter of Joseph P. Welter, CPA and Keith D. Majo)-s, CPA, (PCAOB No: 105-2010-001)
(December 2010)
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DEPOSITION TESTIMONY

In the Matler of the Arbitration between National Union Fire Insurance Company of Pittsburgh,
P4, et al. v. Transatlantic Insurance Company; In the Matter of the Arbitration between American
Home and National Union Insurance Company of Pittsburgh, PA v. Transatlantic; In the Matter
of the Arbitration between The Insurance Company of PA v. Transatlantic (September 2014)

N-Tron Corporation v. Nicholson, et al. ( S.D.N.Y., No. 12 Civ. 03568) (August 2014)
Dairyland Power Cooperative v. United States (Fed. CI., No. 12-902C) (July 2014)

In Re Lehman Brothers Securities and ERISA Litigation (S.D.N.Y., No. 09-MD- 2017) (May
2014) '

Scienton Technologies, Inc. ,et al. v. Computer Associates International, Inc. (E.D.N.Y., No. 2: 04
CV 2652) (October 2013)

Securities and Exchange Commission v. Joseph F. Apuzzo (D. Conn., No. 3: 07 CV 01910)
(October 2013)

Carolina Power & Light Company, Florida Power Corporation v. United States of America (Fed.
Cl,, No. No. 11-869C) (June 2013)

Retirement Program for Employees of the Town of Fairfield, et al. v. MAXAM Capital
Management LLC, et al., No. X05 CV 09-5011561 S (Super. Ct. Conn.) (November 2012)

The Rector and Visitors of the University of Virginia v. IDX Systems Corporation, et al. In the
Circuit Court for the City of Charlottesville. Civil Case No.: CL09-58 and IDX Systems
Corporation, et al. v. Marshall Ruffin, (Circuit Court for the City of Charlottesville, Civil case
No.: CL10-398) (March 2012)

Alabama Power Company, Georgia Power Coinpany and Southern Nuclear Operating Company,
Inc. v. United States (Fed. Cl. No. 08-237C) (January 2012) ’

Pacific Gas & Electric Company v. United States (Fed. Cl. No. 10-507C, into which has been
consolidated No. 10-508C) (November 2011)

Miguel V. Pro and Davis Landscape, Ltd. v. Hertz Equipment Rental Corporation (D.N.J., No.
2:06-CV-03830) (October 2011)

Jean Smith and Loria Ivie, Individually and on behalf of All Others Similarly Situated v. Barry
Collinsworth, Thomas Pugh, United American Insurance Company, Heartland Alliance of
America Association, Farm & Ranch Healtheare, Inc.; and John Does 1020 (Circuit Court of
Saline County, Arkansas, No CV 2004-742-2) (July 2011)

Connecticut Yankee Atomic Power Company, Yankee Atomic Electric Company, Maine Yankee
Atomic Power Company v. United States (Fed. Cl., Nos. 07-875C, 07-876C, 07-877C) (July 2011)

Fairfax Financial Holdings, Ltd., et ano. v. S.A.C. Capital Management, LLC, et al. (Superior
Court of the State of New Jersey, Docket No. MRS-L-2032-06) (July 2011)
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EXHIBIT C — Basic Auditing Standards

The ten basic auditing standards are as follows:

General Standards

1.

The audit is to be performed by a person or persons having adequate
technical training and proficiency as an auditor.">*

This standard recognizes that however capable a person may be in other
fields, including business and finance, he cannot meet the requirements of
the auditing standards without proper education and experience in the
field of auditing... In the performance of the audit which leads to an
opinion, the independent auditor holds himself out as one who is proficient
in accounting and auditing.'>®

In all matters relating to the assignment, an independence in mental
attitude is to be maintained by the auditor or auditors." 6

To be independent, the auditor must be intellectually honest; to be
recognized as independent, he must be free from any obligation to or
interest in the client, its management, or its owners.

. Due professional care is to be exercised in the ?lanm'ng and performance

158

of the audit and the preparation of the report.

Due professional care requires the auditor to exercise professional
skepticism. Professional skepticism is an attitude that includes a
questioning mind and a critical assessment of audit evidence. The auditor
uses the knowledge, skill and ability called for by the profession of public
accounting to diligently perform, in good faith and with integrity, the
gathering and objective evaluation of evidence.'”

Standards of Field Work

134 AU §150.02.
155 AU §210.02-.03.
156 AU §150.02.
157 AU §220.03.
18 AU §230.01.
139 AU §230.07.



1. The work is to be adeguately planned and assistants, if any, are to be
properly supervised.’

Audit planning involves developing an overall strategy for the expected
conduct and scope of the audit...In planning the audit, the auditor should
consider, among other matters:

a. Matters relating to the entzty s business and the industry in: whzch
- it operates.

b. Theentity’s accounting policies and procedures.

c¢. The methods used. by the entity to process significant accounting
information...includingthe use of service organizations, such as
outside:service centers.

Planned:assessed level of-control risk.

Preliminary judgment about materiality levels for-audit purposes.
Financial statement items likely to require-adjustment.

Conditions that may require extension or modification of audit
tests; such as the risk.of n material error or fraud-or the existence of
related party transactions.

h. The nature of reports-expected to be rendered...

o ™A

Supervision involves directing the efforts of assistants who are

) involved in accomplishing the objectives of the audit-and
determining whether those objectives were accomplished... The
work performed-by each assistant should be reviewed to determine
whether. it was adequately performed and to evaluate whether the
results are consxstenl with the conclusions to be presented in the
auditor’s rcport

2. A sufficient understanding of internal control'® is to be obtained to plan
the audit and to determine the nature, timing, and extent of tests to be
performed. 163

In all audits, the auditor should obtain an understanding of internal
control sufficient to plan the audit by performing procedures to
understand the design-of controls relevant to an audit of financial

19 AU §150.02.

161 AU §311.03-.13.
182 «The standards define control as a process — effected by an entity’s board-of directors, management, and

other:personnel — designed to provide reasonable assurance regarding the achievement of objectives in
the following categories: (a) reliability of financial reporting, (b) effectiveness and. efficiency of
operations, and (c) compliance with applicable laws and regulations.” (AU §319.06).
16 AU §150.02.
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statements and determining whether they have been placed in

operation... The auditor uses the understanding of internal control and the
assessed level of control risk in determining the nature, timing, and extent
of substantive tests for financial statement assertions."

. Sufficient competent evidential matter is to be obtained through

inspection, observation, inquiries, and confirmations to afford a
reasonable basis for an opinion regarding the financial statements under
audit.'$

Most of the independent auditor's work in forming his or her opinion on
Jfinancial statements consists of obtaining and evaluating evidential matter
concerning the assertions in such financial statements... Evidential matter
varies substantially in its influence on the auditor as he or she develops an
opinion with respect to financial statements under audit. The pertinence of
the evidence, its objectivity, its timeliness, and the existence of other
evidential matter corroborating the conclusions to which it leads all bear
on its competence.

Standards of Reporting

1.

The report shall state whether the financial statements are presented in
accordance with generally accepted accounting principles (GAAP). 167

The report shall identify those circumstances in which such principles
have not been consistently observed in the current period in relation to the
preceding period. 168

[TThe auditor should evaluate whether the comparability of the financial
statements between periods has been materially affected by changes in
accounting principles or by material aa)ustments to previously issued
financial statements for the relevant perzods

Informative disclosures in the financial statements are to be regarded as
reasonably adequate unless otherwise stated in the report."’

164 AU §319.02-.05.

165 AU §150.02.

166 AU §326.02.

167 AU §150.02.

168 AU §150.02.

16> pCAOB Auditing Standard No. 6, paragraph 2.
10 AU §150.02.



-The presentation of financial statements in conformity with generally
accepted accounting principles includes adequate disclosure of material
matters. These matters relate to the form, arrangement, and content of the
financial statements and their appended notes, including, for.example, the
terminology used, the.amount of detail given, the classzf cation of items-in
the statements, and the bases of amounts.set Jorth."!

4. The report shall-contain either an-expression-of opinion.regarding the
financial statements,-taken as a whole, or an assertion to the effect that.an
opinion cannot be expressed. When an overall opinion cannot be
expressed, the reasons therefore should be stated..In all cases - where an
auditor's name.is associated with financial statements, the. report should
contain a clear-cut indication of the character. of the audxtor 's work, if
any, and the degree of responsibility the auditor.is taking."

The objective of the fourth reporting.standard is to. prevent
mzsmterpretatlon of the degree of responsibility the'accountant assumes
when his name-is associated with financial statements...An.accountant.is
associated with fi financial statements when he has consented to.the: use-of
his name in a report, document, or written communication containingthe
statements. Also, when an accountant submits to his client or others
Jfinancial statements that he has prepared or assisted in preparing, he is
deemed to be. assoczated gven though the accountant does not append his
name to the statements."”

-t v

7 AU §431.02.
12 AU §150.02.
13 AU §504.01-.03.



